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FirstMerit Corporation is o diversified
financial services company
hecdquartered in Akron, Ohic,

with assets of $10.3 bilion as of
December 31, 2006, and 161 banking
offices and 174 ATMs in 25 Ohio and
Western Pennsylvania counties.
FirstMerit provides a complete range of
banking and other financial services

to consumers and businesses through
its core operations. Principal
wholly-owned subsidianes include:
FirstMerit Bank, N A, FirstMerit Mortgage
Corporaticn, FirstMerit Tifle Agency,
Ltd.. and FirstMerit Community

Development Corporation.

2006:

A year of
positive change

hile change came in many different forms, FirstMeril never
lost sight of our goal of getting closer 1o our customers.

We never overlooked the significance of investing in their
[uture., as well as making the necessary changes that would

invest in the future of our bank.

[nvesting in the future means working closely with our customers — throughout
their entire lifetime — to offer a wealth of financial guidance. tools and. most of all.
respecl. We demonstrate this respect by providing banking with a personal touch,
One that allows FirstMerit to listen and understand individual needs and then,
through our service. offer a continual dialogue — a fniendly ongoing invitation 1o

do business with us.

As FirstMent changed 1o meet the evolving needs of our customers in 20006,
we continued to offer product depth across all seginents — commercial. small
business, wealth, investments and retail. And. we relied on only the hest
personal hankers to ensure that all of our customers have nothing short of

a superior banking experience.




Financial highlights
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to the shareholders

It is my great pleasure to write this first shareholder letter to you.

ine months ago | aceepted the Board’s offer to become
FirstMerit’s Chief Fxecutive Officer. 1 did so because of our
Company’s considerable strengths and my helief in the exciting

opportunity ahead of us. I helieve we have the foundation in

place to build a premiere super conmunity bank.

Qur strengths: FirstMerit offers an impressive and vast network of branches
conveniently located throughout Northeast Ohio and into Western Pennsylvania,
Within this footprint is a dominant share of market that offers vast profitability
potential. Through this network, we provide an array of financial services and

$1.20 products that compete well with both the larger national and smaller local

financial institutions. And at the foundation is & wealth of professional and

talented hankers trained to provide high-quality customer service.

Qur opportunities; By successfully building on these considerable strengths,
we have: tremendous opportunity to generate altractive eamings, build the value

of our franchise and grow shareholder value. We will o so by focusing an the

key attributes of a premiere super commumty hank: superior service. convenient

delivery, a wide array of financial services and deep relationships with our clients,

We reported 2006 net income of $94.9 million. or 81,18 of carnings per share.
We will discuss the details of our results later in these repons. But [ want vou
to know that this performance was unacceptable. This letter 1o vou, our valued
shareholder, will discuss the actions we have laken over the past few months
1o leverage our strengths and 1o take advanlage of our opportunities to improve

our financial performance — und the philosophy behind those decisions.

In 2006, we reorganized senior management 1o more closely align their roles

with growing revenue and managing credit risk more effectively, We conducted
Dividend Growth ) R . .
Dividands Per Share a thorough internal and extemal review of our lending praclices as part of our
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commitment to improve and maintain credit quality at
peer levels. Also, we instiluted a strong {ocus on expense
management throughout the Company, uncovering

$12 millton of savings from our 2007 cost base that

we will reinvest imo revenue growth opportunities.

Convenience and Service

A migor change in 2006 to improve custeimer service al cach
of our 161 branches was to appoint a branch manager for
each location. This may have been the casiest decision 1o
mitke and the most dramatic for improving customer service.
Adding branch managers now gives our branch customers
direct and more immediate access 10 decision makers. Qur
cominercial customers already enjoy a relationship with our
regional presidents. This high-touch connection with our

customenrs sels us apart from compeling instilutions.

Providing superior customer service has heen a long-standing
commiiment of FirstMerit. | am pleased to tell vou that in
20060, survey results from leading industry consultants on
our retail and commercial segments yet again acknowledged
our dedication to pleasing our customers. We expect 10
improve our retention of customer relationships and 10
maintain and strengthen our reputation for service such

that our customers reward our performance by ceferring

new customer relationships to us.

Effective and Efficient Structure

Each FirstMerit employee 1s responsible for his or her
individual perfformance. In 2006, we removed a layer of
management between myself and the revenue producers,
nserting a higher level of accountability. Each emplovee
now knows exactly what Le or she must do 1o drive
improved performance, whether at the branches through
profil and loss stalements, or within our three husiness
segments: commercial, retail and wealth. All our support
areus are aware of their roles in assisling revenue

p[‘(l(lll(ft!ﬂi 'd!'l(l MANGEING EXPenses,

Our eight regional presidents are FirstMerits face 1o the

comnumity. These leaders average 25-plus vears of banking

expericnce and have deep community ties. This past vear we

B ANNUAL REPORT 2006 | firstmerit.com

streamlined their roles. They now report directly to their
commercial banking leader with renewed focus and

responsibility for growing commercial business relationships.

We continue to develop a strong infrastructure by aligning
our mortgage banking business with our retail segment and
prnmuling more sales al our hranches. Incentives are ;l|ignt3d
throughout the corporation for profitability and improved credit

performance along with an intense focus on cross selling.

Fortified Balance Sheet

FirstMenit has a solid history of paying dividends. We know
the importance our shareholders place on the pavment.
The: strategy that we are pursuing will improve our financial
performance, produce consistent and quality earnings, amnd
generate capital that can be used 10 continue to support

our dividend payout poliey.

Our highest priorily with respect to improving financial
performance is to improve credit quality. Over the past few
vears, the Company’s credil costs have heen 1oo high and our
financial results have suffered. In 2003, FirstMerit changed
many of our credit underwriting procedures and the quality
of the new methodology has been endorsed vecently by third-
party reviews. The primary source of the Company’s current
eredit quality issues are from past credit decisions, [n 2000,
we made the decision that these: legacy credits should be
immediatelv dealt with to ensure that we improve our assel

quality and remuve a drag on our future eamings.

As pan of an extensive review, we identified $81 million of
problem assets that we placed into a held-tor-sale eategory
and built additional reserves 1o slrenglhcn our balance sheet,
Those loans are expected 1o he sold during the first quarter

of 2007. We also Llook the following actions:

1y Extensive internal and external reviews of our credit
])n)(_'ﬂSSES aﬂ(l ('(]lltl'ﬂts

2} A structural realignment demanding enhanced
etgrgement from senior management on all credit issues

3) Incorporating greater accountability for credit review

throughout the: organization




Reinforcing a Culture Based on Being

the Premiere Super Community Bank

Your Company already has a solid infrastructure. solid markel
pasitions throughout Northeast Ohio, products and services
second to none. and a strong group of professionals eager to
serve their customers. With this strong hase and the changes
that have: been made. we are heading into 2007 with many

of the pieces in place 1o grow your Company into a more
profitable institution. Over the past few years, we recruited
many excellent and experienced bankers capable to drive

the performance of FirstMerit to higher levels,

A common theme from the changes we made is an increased
level of accountability throughout the bank. This is a sweeping
transformation that increases the responsibility of every
employee 1o do what is right for our customers aml positively
nupact our bottom line. And many of the changes described
in this lelter empower our emplovees, leading to more
opportunities to serve our customers aned 1o unlicipalt: and
meet their needs. A new level of empowerment also hoosts
morale within the Company., while providing our customers
higher service qualily from an energized and motivated team
of professionals. Accountable and empowered emplovees will
also generate a faster respoense lime an customer requests.

A key advantage we hold over our competilors is the access

we provide our valued customers to true decision makers.

There is a heightened sense of urgeney toduy in our Company.
Our bankers understand the need 1o halanes our sales and
marketing excellence with a focus on improving credit quality.
This new level of accountability in our organization does not
accepl excuses for missing goals, and our imperative for

improved eredit will not counter our demand for growth.

Lam excited to work with our Board of Directors to
ensure our strategies and practices continue to place
our shareholders” interests at the: forefront. Every decision
we evaluate, every action we take and every dollar we

invest will be based on inereasing the value of vour

long-term investment in FirstMerit.

Overview of Financial Performance

Return on Average Common Equity: 10.67%
Return on Average Assets: 0.94%
Fully Diluted Earnings Per Share (EPS): $1.18
:Common Stock Dividend: $1.14
Dividend Yield: 4.72%

The beginning stages of change for improving performance
and increasing shareholder value have already been put
into place. We have taken impaortant steps to increase the
profitability of FirstMerit. | wish to thank our retired
emplovees and directors for their service — many of our
'future achievements will be built on their many contributions.
I would like to thank Roger 1. Read. a director who is not
standing for reelection in 2007, for his dedicated service
‘these past years. I also wish Lo express hest wishes to
John R. Cochran who retired this past December as Chairman

of FirstMerit afler serving 12 years with the Company.

Finally. I wish to thank our 2,900 employees. Lvervone in
.

this organization has heen given a collective challenge to
‘improve our results. All have adapted to changes. big and
small, this year. As we collectively progress en our goal of
building a premiere super community bank, the pride they
display cach day in their work and in their bank will grow.
lThey arc cach essential to the success [ am confident we
can achieve by becoming a high performer among financial
institulions, winning in our markets and growing the value

of your investment in FirstMerit.

| Wﬂ :

"Paul G. Greig, Chairman. President and CEOQ
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Investing in
the future of
Commercial Business

The year's changes began with a renewed focus and intensity on serving FirstMerit commercial banking clients.

Customers
describe their
ideal bank as
one that treats
the individual
and business

with respect.

¢ did so hy asking our customers — through Account
Planning Research methodologies — what they wanted
in a commercial banking relationship. They described
their ideal bank in the same 1erms as they use to
describe their own business: one that knows and responds

to their unique needs and treats the individual and business with respect.

Qur customers” responses described the current FirstMerit service philosophy
and approach 10 doing husiness. It becomes more apparent through the ease
at which customers can do business with us and the depth of the relationships
that are established. We know and understand our custamers, and they know

their FirstMeril team on a {irsl-name basis,

FirstMerit is dedicated w being a single-source solutiuns provider. Our commereial
bunkers recognize the significance of solid recommendations, whether the
needs are intemational. cash management or online banking. This approach and
execulion continues 10 be reflected in our 2000 resulis. The FirstMerit commercial
loan portfolio increased $248 million, or 7.06 percent. Total deposits/sweep

balances also increased $84 million, or 3.17 percent.

FirstMerit is committed to building knowledgeable. responsive relationships
with a full array of innovative products and services — showing once again how
much we know and understand our commercial banking clients. And we have
10. because businesses with sales of more than 53 million often require a

singularly unique, yet complex mix of banking services.

B ANNUAL REPORT 2006 | firstmerit.com
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Investing in
the future of
Small Business

Phrases like “guality products at a fair price,” “service with a personal touch,” and "doing business like

my business” represent values vital to owner—monogéd businesses.
I

FirstMerit
offers a
transcending
product for
small business
owners, their
employees and
their families.

|
deals that include Integrity, respect, flexibility, innovation and simplicily
)
contribule 1o why 40.4- pereent of small businesses between $ 100,000
and 83 million in Summit County. 53.6 percent in Meding County

and 34.9 percent in Wayne County bank with FirstMerit.
|

To be the bank for “owner-managed businesses,” we must reflect these important
and distinet beliefs. And FirstMerit does. In fact, we target the small business
owner hy offering specialized products; such as the Health Savings Account
(HSA) that’s designed to help our customers save for future qualified medical and
retiree health expenses on a lax-Iree basis. So. in essence. we have a transcending
product for smait business owners, their enplovees and their families,

|
This year also marked another record year for SBA guaranieed loans. We ended
the fiscal year with 162 loans for more than $26.2 million, plus underwriting
16 type 304 loans. continuing to help build strong business in Ohio. FirstMerit
made 84 loans valued at $10.6 million to minority-owned companies — again

reflecting FirstMeril’s strong focus on meeting the needs of our local communities.

With owner-managed businesses growing an average of three times faster than
larger corporations. FirstMerit’s investment in small business is paving off.
And. since more than 90 percent of the businesses in FirstMenits footprint have
sales sizes less than §3 million, we have good reason 1o expect that additional

talent und technology will expand our future customer base.

t
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Investingin
the future of
Wealth Management

FirstMerit Wealth Management Services helps our clients make the most of their success - tailoring each
relationship to be As Individual as You Are®,

e offer a dynamic and disciplined investment philosophy
and process — hased on a continuous cycle of Planning,
Managing, Execution and Service — in conjunction with
strong crileria like active daily management, strategic
assel allocation and open architecture. This ensures
only the highest level of service delivered by one of the most experienced and

credentialed professional investment leams in our foolprint.

In 2006. FirstMerit expanded our tradilional Investment Management and Trust
Services 10 include a premiere investment product: FirstMerit Select Portfolios.
Partnering with an extraordinary universe of world-class inveshimenl managers.
FirstMerit developed Select Portfolios {or clients who value strategic, rather than
transaction-oriented, relationships. An ideal solution 1o complex investment
needs. Select Portfolios help emphasize our ability 1o customize and personalize

investment management decisions 1o suit individual needs.

.
Se]ect POI'thllOS Financial planning remains a core commitment to our clients. Our process is
ongoing, thorough, definitive and followed consistently. FirsiMerit Advisors have
Offer ACCESS  vwell-established expertise in developing comprehensive financial plans that
ld 1 address the full breadih of our clients” needs. Estate plan design. retirement
tO Wor -CldSsS planning. executive compensation strategies and business succession planning
investment are a few of the many services we provide: all with the highest level of integnity.
quality and confidentiality our clients have come 10 expect and deserve.
managers from
Private Banking conlinues o be a driver of our value-added. high-touch business

aCfOSS the COUHU s’ o  model. Clients genuinely appreciate our omtstanding service and our professional

Bl ANNUAL REPORT 2006 | firstmerit.com
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FirstMerit

provides high-quality
financial consulting
right in our customers’
own backyards.

contribution that helps create the most effective and comprehiensive financial
solutions available. enabling them 1o enjoy optimal liquidity and control over

their day-lo-day financial situation.

Whal's more. FirstMerit also invested in innovative technology for our Retirement
Plan Services unit in 2006. This notable venture bolstered our leadership

position in this area and amongst financial institutions throughout the region.

Planning in 2006 allowed our retail hrokerage platform to launch a new campaign
sarly in 2007 1o heighten awareness of the financial advice and services available
through FirstMerit Investment Services. This integrated marketing communications
campaign, entilled The Financial Capital of Your World, leverages the strong
customer relationships of FirstMeril Investnent Services, as well as our positioning
as a “comuunity hank,” o create excitement both internally and externally for
our invesiment services. The campaign infortns customers that FirstMerit provides
high-quality financial consulting right in theit own backyard. This is a theme that

permeates much ol the FirstMeril story,

As we make an investment in our customers and our community. we are also
investing in the very people who serve them — our Financial Consultants. As pan
of our core strtegy in 2007, educating our Consullants on how tu create long-lenn
relationships through profiling. financial planning and servicing is critical and a
mission that we are committed 10. We believe and train on financial planning for

a lifetime — nol just for a leansaction.

What else is in store for Wealth Management in 20077 FirstMent anms lo continue
to fransform our culture to one that is advice~Iriven with deeper client relationships
resulting in improved retention, a greater share of the wallet through aceuisitions
and still higher levels of client satisfaction. All the while remaining committed 10

treating each client uniquely — As Inelividual «s You Are®,

ANNUAL REPORT 2006 | firstmerit.com







Investing in
the future of Retail

Perhaps nowhere in the bank was there a bigger perceived change in 2006 than in how FirstMerit serves

the retail customer.

At firstmerit.com,
new safety

and optimized
navigation make
secure banking
less than two
clicks away.

| he adoption of a new branch manager modet in mid-year not
only placed a branch manager in every branch. it gave the branch
a new aulonomy to serve ils customers, Traditionally, we recognized

our branches as the retail service center for FirstMerit. That is still

true. But, in 2006, we extended the branch’s capabilities 1o offer
mortgages and invesiments, as well as more strongly identify the needs and help

sniall business cuslomers.

Ahhough the branch is still the primary retail service center, customers continue
10 select the way they want to do business with the bank. Technology, work
schedules and lifesivle changes all impact how today’s retail customers do

their banking, with the Inlemet being a growing channel.

[n 2006, we launched a new web site for enhanced online hanking, since the
convenience of online hanking is extremely important to the FirstMent custoner.
The two most important aspects of our web site have always been ease-of-use and

sufety — hoth of which have been enhanced with the new site.

The new firsimerit.com features a fresh streamlined appearance with color-
coded tabs that make it easy for customers 1o quickly find their place on the sile,
including personal. smaltl business aml commereial banking, as well as wealth
management. In addition 10 enhancements to the look, feel and navigation of the
web site. we added new multi-factor authentication security o FirstMerit online
hanking for increased security, FirstMerit online banking was already private
and secure, but this new measure adds a new, unprecedented level of security,
As online threals continue to evolve, we will conlinue 1o provide: upgrades tha

negate those threats: creating security for customers is a top priority.

ANNUAL REPORT 2006 | firstmerit.com




Providing first-class service and the highest financial value for our customers

|
|

| S
Investing in the
future of retail

| . .
means we wa |
[nvesting in the future of retail means we will be differentiating FirstMent in . At .
the market place with accounts and services that are perceived 1o be the best be dlfferentlatl]{lg

value. Once new customers open a FirstMenit checking, savings, home egity Fll"StMel‘lt 11 '
or mortgage account, the relationship starts. Once they experience our high l S J
the market place.
. |

are still the inost important things we do. We add value with enhanced products
and improved delivery like FirstMerit WorkPlace Banking. Customers can
save lime und money with FirstMerit WorkPlace Banking’s exclusive package
of financial benefits, offered only in this voluntary program. And there are

henefits 1o the employers who may want Lo offer the product to their employees.

level of service, they become part of the FirstMerit family.




nvesting in

vour future
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Performance Graph

Set forth below is a line graph comparing the yearly percentage change in the cumulative total shareholder return
on FirstMerit’'s Commaon Stack against the cumulative return of the Nasdaq Banks Index, the Nasdaq Index and the
S&P 500 Index for the period of five fiscal years commencing December 31, 2001 and ended December 31, 20006. The
graph assumes that the value of the investment in FirstMerit Common Stock and each index was $100 on December 31,
2001 and that all dividends were reinvested.

$400
-0— FMER
—A— Nasdag Banks"
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—0— Nasdagq
\—>— S&P 500
$200
A_//’—A
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$100
$O 1) 1 ) T T ]
2001 2002 2003 2004 2005 2006
2001 2002 2003 2004 2005 2006
FMER 100.00 83.05 | 108.62 | 118.83 | 11261 | 110.09
Nasdag Bankst" 100.00 | 106.93 | 14223 | 161.60 | 15850 | 180.35
Nasdag 100.00 68.78 | 103.69 | 113.16 | 11557 | 127.56
S&P 500 100.00 7795 | 100.27 | 111.15 | 116.59 | 134.96

© This is an Index of the Center for Research in Security Prices (CRSP®) and includes all companies listed on the Nasdaq Stock
Market as companies within the SI codes of 602 and 671, which ewdes designate commercial hanks, bank holding companies
and certain other financial institution holding companies.




UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934 i
For the fiscal year ended December 31, 2006
OR Z,
O TRANSITION REPORT PURSUANT TO SECTION 13 OR
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from 10

Commission file munber: 0-10161

FirstMerit Corporation

{Exact name of registrant as specified in its charter)

Ohio 34-1339938
(State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification No.)
111 Cascade Plaza, 7" Floor, Akron Ohio 44308
{Address of principal executive offices} (Zip Code)

(330) 996-6300
{Registrant’s telephone number, including arca code)
Securities registered pursuant to Section 12(b) of the Exchange Act:
COMMON SHARES, NO PAR VALUE
Securities registered pursuant to Section 12(g} of the Exchange Act: None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities

Act.  Yes No U

Indicate by check mark if the registrant is not required to file reporis pursuant to Section 13 or Section 15(d) of

the Exchange Act. Yes [J No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15{d) of
the Exchange Act during the preceding 12 months (or for such shorter periad that the registrant was required to file
such reporis), and (2) has been subject to such filing requirements for the past 90 days.  Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to ltem 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part L of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the regisirant is a large accelerated filer, an accelerated filer, or a non-
accelerated filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.
{Check one):

Large accelerated filer Accelerated filer O Non-accelerated filer O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes O No

As of June 30, 2006, the aggregate market value of the registrant’s common stock (the only common equity of the
registrant) held by non-affiliates of the registrant was $1.676,421,1106 based on the closing sale price as reported on
The NASDAQ Stock Market.

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of the latest
practicable date.

Class Outstanding at February 3, 2007
Commeon Stock, no par value 80,102,596 shares
DOCUMENTS INCORPORATED BY REFERENCE
Document Parts Into Which Incorporated
Proxy Stalement for the Annual Meeting of Shareholders to be held on April 18, 2007 Part 111

{Proxy Statement)




PART I

ITEM 1. BUSINESS
BUSINESS OF FIRSTMERIT
Overview

Registrant, FirstMerit Corporation (“FirstMerit” or the “Corporation”), is a $10.3 billion bank holding company
organized in 1981 under the laws of the State of Ohio and registered under the Bank Holding Company Act of 1956, as
amended {the “BHCA™). FirstMerit’s principal business consists of owning and supervising ils affiliates. Although
FirstMerit directs the overall policies of its affiliates, including lending practices and financial resources, most
day-lo-day affairs are managed by their respective officers. The principal executive offices of FirstMerit are located
at 11l Cascade Plaza, Akron, Ohio 44308, and its telephone number is (330} 996-6300.

At December 31, 2006, FirstMerit Bank, N. A, (“FirstMerit Bank™), one of the Corporation’s principal subsid-
iarics, operated a network of 161 full service banking offices and 176 automated teller machines. Its offices span a
total of 24 counties in Ohio, including Ashtand, Ashtabula, Crawford, Cuyahoga, Delaware, Erie, Franklin, Geauga,
Holmes, Huron, Knox, Lake, Lorain, Lucas, Madison, Medina, Portage, Richland, Sandusky, Seneca, Stark, Summit,
Wayne and Wood Counties, and Lawrence County in Pennsylvania. In its principal market in Northeastern Ohio,
FirsiMerit serves nearly 500,000 households and businesses in the 16th largest consolidated metropolitan stalistical
area in the country (which combines the primary metropolitan statistical areas for Cleveland, Lorain/Elyria and Akron,
Ohio). FirstMerit and its direct and indirect subsidiaries had approximately 2,755 employees at December 31, 2006.

Subsidiaries and Operations

Through its affiliates, FirstMerit operates primarily as a regional banking organization, providing a wide range of

hanking, fiduciary, financial, insurance and investment services lo corporate, institutional and individual customers
- N . 1. . - - - . X -

throughout northern and central Qhio, and western Pennsylvania. FirstMerit's banking subsidiary is FirstMerit Bank.

FirstMerit Bank engages in commercial and consumer banking in its respective geographic markets. Commercial
and consumer banking generally consists of the acceptance of a variety of demand, savings and time deposits and the
granting of commercial and consumer loans for the financing of both real and personal property. As part of its
supercommunity banking philosophy, FirstMerit Bank has divided its markets into eight geographic regions desig-
nated as follows: Akron, Cleveland, Erie Shores, Central Ohio, Mid-West Old Pheoenix, NorthEast, Columbus and
Tolede. This strategy allows FirstMerit Bank to deliver a broad line of financial products and services with a
commumnity orientation and a high level of persenal service. FirstMerit therefore can offer a wide range of specialized
services tailored to specific wmarkets in addition 1o the full range of customary banking products and services. These
scrvices include personal and corporate trust services, personal financial services, cash management services and
international hanking services.

Other services provided by FirstMerit Bank or its affiliates include automated banking programs, credit and debit
cards, rental of safe deposit boxes, letters of credit, lcasing, securities brokerage and life insurance products.
FirstMerit Bank also operates a trust department, which offers estate and trust services. The majority of its customers is
comprised of consumers and small and medium size businesses. FirstMerit Bank is not engaged in lending outside the
continental United States and is not dependent upon any one significant customer or specific industry.

FirstMerit’s non-banking direct and indirect subsidiaries provide insurance sales services, credit life, credit
accident and health insurance, securities brokerage services, equipment lease financing and other financial services.

FirstMerit’s principal direct operating subsidiary other than FirstMerit Bank is FirstMerit Community Devel-
opment Corporation. FirstMerit Community Development Corporation was organized in 1994 1o further FirstMerit’s
efforts in identifving the credil needs of its lending communities and meeting the requirements of the Community
Reinvestment Act (‘*CRA™). Congress enacted the CRA 10 ensure that financial institutions meet the deposit and credit
nceds of their communities. Through a community development corporation, financial institutions can fulfill these
requirements by nontraditional activities such as acquiring. rehabilitating or investing in real estate in low to moderate

income neighborhoods, and promoting the development of small business.




FirstMerit Bank is the parent corporation of 15 wholly-owned subsidiaries. In 1995, FirstMerit Mortgage
Corporation (“FirstMerit Mortgage™), which is located in Canton, Ohio, was organized and capitalized. FirstMerit
Mortgage originates residential morigage loans and provides mortgage loan servicing for itself and FirstMerit Bank. In
1993, FirstMerit Credit Services {(“FirstMerit Credit Services™) and FirsiMerit Securities, Inc. (“FirstMerit Securi-
ties™) were organized. FirstMerit Credit Services formerly conducted business as FirstMerit Leasing and provides
lease financing and related services, while FirstMerit Securities offers securities hrokerage services to customers of
FirstMerit Bank and other FirstMerit subsidiaries.

FirstMerit Bank is the parent corporation of Mobile Consultants, Ine. (“MCI”), which formerly conducted
business as a broker and servicer of manufactured housing finance contracts. FirstMerit Bank announced in 2001 that
it had ceased making new manufactured housing loan originations through MCI, and in, 2003, FirstMerit Bank sold its
remaining portfolio of manufactured housing loans and assigned all related servicing obligations. MCI continues wind
up business and to provide servicing for a diminishing pool of contracts issued previously in connection with certain
correspondent bank relationships and programs,

FirstMenit Bank is also the parent corporation of FirstMerit Insurance Group, Inc. (“FirstMerit Insurance Group™)
and FirstMerit Insurance Agency, [nc. (“FirstMerit Insurance Agency™). FirsiMerh Insurance Group, a life insurance
and financial consulting firm acquired in May 1997, assists in the design and funding of estate plans, corporate
succession plans and executive compensation plans. FirstMerit Insurance Agency’s license to sell life insurance
products and annuities was activated in 1997,

Although FirstMerit is a corporate entity legally separate and distinct from its affiliates, bank holding companies
such as FirstMerit, which are subject 10 the BHCA, are expected 1o act as a source of {inancial strength for their
subsidiary banks. The principal source of FirstMerit's income is dividends from its subsidiaries, There are certain
regulatory restrictions on the extent 1o which financial institution subsidiaries can pay dividends or otherwise supply
funds 10 FirstMerit.

Possible Transactions

FirstMeril considers from time to time possible acquisitions of other financial institutions and financial services
companies. FirsiMerit also periodically acquires branches and deposits in its principal markets. FirstMent’s strategy
for growth includes strengthening market share in ils existing markets, expanding into complementary markets and
broadening its product offerings.

Competition

The financial services industry remains highly competitive. FirstMeril and its subsidiaries compete with other
loczal, regional and national providers af financial services such as other bank holding companies, commercial banks,
savings associations, credil unions, consumer and commercial finance companies, equipment leasing companies,
brokerage institutions, money market funds and insurance compantes. Primary financial institution competitors

include National City Bank, Key Bank, Sky Bank, US Bancorp and Fifth Third Bank.

Under the Gramm-Leach-Bliley Act, effective March 11, 2000 (“GLBA™), securities firms and insurance
companies that elect to become financial holding companies may acquire banks and other financial institutions.
GLBA continues to change the competitive environment in which FirstMerit and its subsidiaries conduct business.
The financial services industry is also likely to become more competitive as {urther technological advances enable
more companies to provide financial services. These technological advances may diminish the importance of
depository institutions and other financial intermediaries in the transfer of funds hetween parties.

Mergers belween financial institutions within Ohio and in other states have added competitive pressure, which
pressure has intensified due to continued growth in interstate banking. FirstMerit competes in its markets by offering
high quality personal services at a competitive price,
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PROMPT FILINGS

This report on Form 10-K has been posted on the Corporation’s website, ww.firstmerit.com, on the date of filing
with the Securities and Exchange Commission (“SEC™), and the Corporation’s intends 1o post all future filings of its
reports on Forms 10-K, 10-Q) and 8-K on its website on the date of filing with the SEC in accordance with the promy
notice requircments of the SEC.

REGULATION AND SUPERVISION
Introduction

FirstMerit, its national banking subsidiary FirstMerit Bank, and many of its nonbanking subsidiaries are suhject
to extensive regulation by federal and state agencies. The regulation of bank holding companies and their subsidiaries
is intended primarily for the protection of depositors, federal deposit insurance funds and the banking svstem as a
whole and not for the protection of security holders. This regulatory environment, among other things, may restrict
FirstMerit’s ability 10 diversily inlo certain areas of financial services, acquire depository institulions in certain
markets and pay dividends on its capital stock. It also may require FirstMerit 1o provide financial support o its
hanking subsidiary, maintain capilal halances in excess of those desired by management and pay higher deposit
insurance premiums as a resull of the deterioration in the financial condition of depository institutions in general.

On November 20, 20006, the Company announced that FirstMerit Bank executed a “Stipulation and Consent to the
[ssuance of a Consent Order,” with its primary federal regulator, the Office of the Compiroller of the Currency
(*OCC"), consenting 1o the issuance of a Consent Order by the OCC. Stalements in this report concerning statulory or
regulatory provisions or their impact on the Company and is operations are not intended 1o be comprehensive amd are
qualified by reference to such statutory or regulatory provisions and. to the extent applicable, to our formal wrilien
agreement with the OCC.

Regulatory Agencies

Bank Holding Company.  FirstMcril, as a bank holding company, is subject 10 regulation under the BHCA and to
inspection, examination and supcervision by the Board of Governors of the Federal Reserve System (“Federal Reserve
Board™) under the BHCA.

Subsidiary Bank. FirstMerit Bank is subject 1o regulation and examination primarily by the OCC and
secondarily by the Federal Deposit Insurance Corporation (“FDIC”).

Nonbank Subsidiaries.  Many of FirstMerit’s nonbank subsidiaries also are subject to regulation hy the Federal
Reserve Board and other applicable federal and state agencies. FirstMerit's brokeruge subsidiary is regulated by the
Securities and Exchange Commission, the National Association of Securities Dealers, Inc. and stale securities
regulators, FirstMeril's insurunce subsidiaries are subject 1o regulation by applicable slate insurance regulatory
agencies. Other nonbank subsidiaries of FirstMerit are subject to the laws and regulations of hoth the federal
governnent and the various states in which they conduet business.

Securities and Kxchange Commission and Nasdag.  FirstMerit is also under the jurisdiction of the SEC and
certain state securities commissions for matters relating to the offering and sale of its securities. FirstMerit is subject to
disclosure and regulatory requirements of the Securities Act of 1933, as amended, and the Securities Exchange Act of
1934, as amended. as administered by the SEC. FirstMerit is listed on The NASDAQ Stock Marker LLC (“NASDQ™)
under the trading symbol “FMIER.” and is subject to the rules of NASDQ.

Bank Holding Company Activities

The BHCA requires prior approval by the Federal Rescrve Bourd for a bank holding company to acquire more
than a 5% interest in any bank. Factors taken into consideration in making such a determination include the effect of
thie acquisition on competition, the public benefits expected 1o be received from the acquisition, the projected capital
ratios and levels on a post-acquisition basis. and the acquiring institution’s record of addressing the credit needs of the
communitics it serves.




The BHCA, under the Riegle-Neal Interstate Banking and Branching Act (“Riegle-Neal Act”), also governs
interstate banking. The BHCA allows interstate bank acquisitions and interstate branching by acquisition and mergers
in those states that had not opted out of such transactions on or by January 1, 1997,

The BHCA resiricts the nonbanking activities of FirstMerit to those determined by the Federal Reserve Board to
be financial in nature, or incidental or complementary to such financial activity, without regard to territorial
restrictions. Transactions among FirstMerit’s banking subsidiary and its affiliates are also subject to certain limitations
and restrictions of the Federal Reserve Board.

The Sarbanes-Oxley Act of 2002 effected broad reforms to areas of corporate governance and financial reporting
for public companies under the jurisdiction of the SEC. Significant additional corporate governance and financial
reporting reforms have since been implemented by Nasdaq, and are applicable to FirstMerit. At the February, 2003
Board of Directors meeting of FirstMerit, a series of actions were adopted 1o enhance the Corporation’s corporate
governance practices, including the adoption of an Audit Committee Charter, a Compensation Commitiee Charter,
Corporate Governance Guidelines, a Corporate Governance and Nominating Committee and Charter, and a Code of
Business Conduct and Ethics. The Board of Directors reviews FirstMerit's corporate governance practices on a
conlinuing hasis. These and other corporate governance policies have been provided previously to shareholders and
are available, along with other information on the Corporation’s corporate governance practices, on the FirstMerit
website at wuno.firstmerit.com.

As directed by Section 302(a) of the Sarbanes-Oxley Act, FirsiMerit’s chief executive officer and chief financial
officer are each required to certify that the Corporation’s Quarterly and Annual Reports do not contain any untrue
statement of a material fact. The rules have several requirements, including having these officers centify that: they are
responsible for establishing, maintaining, and regularly evaluating the effectiveness of FirstMerit's internal controls,
they have made certain disclosures about the Corporation’s internal controls to its auditors and the audit committee of
the Board of Directors, and they have included information in FirstMerit’s Quarterly and Annual Reports about their
evaluation and whether there have heen significant changes in internal controls or in other factors that could
significantly affect internal controls subsequent to the evaluation.

The adoption of GLBA in 2000 also represented a significant change in the {inancial services industry. GLBA
repealed many of the provisions of the Glass-Steagall Act in order to permit commercial banks, among other things, to
have affiliates that engage in securities brokerage activities and make merchant banking investments in accordance
with certain restrictions. GLBA authorizes bank holding companies that meet cerlain requirements to operate as a new
type of financial holding company and offer a broader range of financial products and services than are generally
permitted by banks themselves. FirstMerit has not elected 1o become a financial holding company under this new
regulatory framework,

In December 2004, the Federal Reserve announced a revision of its bank holding company rating sysiem,
effective January 1, 2005, to align the system more closely with current supervisory practices. The revised system
emphasizes risk management, introduces a framework for analyzing and rating financial factors, and provides a
framework for assessing and rating the potential impact of non-depository entities of a holding company on its
subsidiary depository inslitution(s). A composite rating is assigned based on the foregoing three components, but a
fourth component is also rated, reflecting generally the assessment of depository institution subsidiaries by their
principal regulators. Ratings are made on a scale of 1 to 5 (1 highest) and, like current ratings, are not made public,

Dividends and Transactions with Affiliates

FirstMerit is a legal entity separate and distinct from its subsidiary bank and other subsidiaries. FirstMerit’s
principal source of funds to pay dividends on its common shares and service its debt is dividends from these
subsidiaries. Various federal and state statuwtory provisions and regulations limit the amount of dividends that
FirstMerit Bank may pay to FirstMerit without regulatory approval. FirstMerit Bank generally may not, without prior
regulatory approval, pay a dividend in an amount greater than its undivided profits. In addition, the prior approval of
the OCC is required for the payment of a dividend if the total of all dividends declared in a calendar year would exceed
the 1otal of its net income for the year combined with its retained net income for the two preceding years. H, in the
opinion of the applicable regulatory authority, a bank under its jurisdiction is engaged in or is about Lo engage in an
unsafe or unsound practice, such authority may require, after notice and hearing, that such bank cease and desist from
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such practice. Depending on the financial condition of the bank, the applicable regulatory authority might deem the
bank 1o be engaged in an unsafe or unsound practice if the bank were to pay dividends. The Federal Reserve Board and
the OCC have issued policy statements that provide that insured banks and bank holding companies should generally
only pay dividends out of current operating earnings. Thus the ability of FirstMerit Bank to pay dividends in the future
is currently influenced, and could be further influenced, by bank regulatory policies and capital guidelines.

Under current Federal Reserve Board policy, FirstMerit is expected to act as a source of financial and managerial
strength 10 its subsidiary bank and, under appropriate circumstances, to commit resources to support such subsidiary
bank. This support could be required at times when FirstMerit might not have the resources to provide it. In addition,
the OCC may order the pro rata assessment of FirstMerit if the capital of its national bank subsidiary were to become
impaired. If FirstMerit failed to pay the assessment timely, the OCC could order the sale of its stock in the national
bank subsidiary to cover the deficiency.

FirstMerit's banking subsidiary is subject to restrictions under federal law that limit the transfer of funds or other
items of value from this subsidiary 10 FirsiMerit and its nonbunking subsidiaries, including affiliates, whether in the
form of loans and other extensions of credit, investments and asset purchases, or as other transactions involving the
transfer of value from a subsidiary 1o an affiliate or for the benefit of an affiliate. Moreover, loans and extensions of
credit 1o affiliates generally are required to be secured in specified amounts. A bank’s transactions with its nonbank
affiliates also are generally required 1o be on arm’s-length terms.

Capital loans from FirstMerit to its subsidiary bank are subordinate in right of payment to deposits and certain
other indebtedness of the subsidiary bank. In the event of FirstMerit's bankruptey, any commitment by FirstMerit to a
federal bank regulatory agency to maintain the capital of a subsidiary bank will be assumed by the bankruptey trustee
and entitled to a priority of payment.

The Federal Deposit Insurance Act provides that, in the event of the “liquidation or other resolution” of an
insured depository institution such as FirstMerit Bank, the insured and uninsured depositors, along with the FDIC,
will have priority in payment ahead of unsecured, nondeposit creditors, including FirstMerit, with respect to any
extensions of credit they have made to such insured depository institution.

Capital Requirements

General. FirstMerit is subject to risk-based capital requirements and guidelines imposed by the Federal
Reserve Board. These are substantially similar to the capital requirements and guidelines imposed by the OCC and the
FDIC on the depository institutions under their jurisdictions, For this purpose, a deposilory institution’s or holding
company’s assets, and some of its specified off-balance sheet commiiments and obligations, are assigned to various
risk categories. A depository institution’s or holding company’s capital, in turn, is classified in one of three tiers,
depending on type: core (“Tier 1) capital, supplementary (“Tier 2") capital, and market risk (“Tier 37} capital. Tier 1
capital includes common equity, qualifying perpetual preferred equity, and minority interests in the equity accounts of
consolidated subsidiaries less certain imangible assets (including goodwill) and certain other assets. Tier 2 capital
includes qualifying hybrid capital instruments and mandatory convertible debt securities, perpetual preferred equity
not meeting Tier 1 capital requirements, qualifying term subordinated debt, medium-term preferred equity, certain
unrealized holding gains on certain equity securities, and the allowance for loan and lease losses. Tier 3 capital
includes qualifying unsecured subordinated debt. Information concerning FirstMerit’s regulatory capital requirements
is set forth in Note 21 1o the consolidated financial statements, and in “Capital Resources™ under ltem 7.

Federal Reserve Board, FDIC and OCC rules require FirstMerit to incorporate market and interest rate risk
components into its risk-based capilal standards. Under these: markel risk requirements, capital is allocated 1o support
the amount of market risk related to a financial institution’s ongoing trading activities.

The Federal Reserve Board may set capital requirements higher than the minimums described previously for
holding companies whose circumstances warrant il. For example, holding companies experiencing or anticipating
significant growth may be expected to maintain capital positions substantially above the minimum supervisory levels
withomt significant reliance on intangible assets. The Federal Reserve Board has also indicated that it will consider a
“tangible Tier 1 capital leverage ratio” (deducting all intangibles) and other indications of capital strength in
evaluating proposals for expansion or new aclivities.




FirstMerit Bank is subject to similar risk-based and leverage capital requirements adopted by its applicable
federal banking agency. FirstMerit’'s management believes that FirstMerit Bank meets all capital requirements to
which it 13 subject. Failure to meet capital requirements could subject a bank to a variety of enforcement remedies,
including the termination of deposit insurance by the FDIC, and 1o restrictions on its business as described below.

Federal law permits the OCC 1o order the pro rata assessment of sharcholders of a national hank whose capital
stock has become impaired, by losses or otherwise, to relieve a deficieney in such national bank’s capital stock. This
statute also provides for the enforcement of any such pro rata assessment of shareholders of such national bank to cover
such impairment of capital stock by sale. o the extent necessary, of the capilal stock owned by anv assessed
sharcholder failing to pay the assessment, As the sole shareholder of FirstMerit Bank, the Corporation’s is subject to
such provisions.

The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA™), among other things, identifies
five capital categories for insured depository institutions: well capitalized, adequately capitalized, undercapitalized,
significantly undercapitalized and critically undercapitalized. It requires U.S. federal hank regulatory agencies 1o
implement systems for “prompt corrective action” for insured depository institutions that do not meet minimum capital
requirements based on these categories. FDICIA imposes progressively more restrictive constraints on operations.
management and capital distributions, depending on the category in which an institution is classifted.

FirstMeril believes that its bank subsidiary was well capitalized at December 31, 2006, based on these prompt
corrective activn ratios and guidelines. A bank’s capital category is determined solely for the purpose of applying the
0CC’ (or the FDIC’s) prompt corrective action regulations, and the capital calegory may not constilute an aceurate
representation of the bank’s overall financial condition or prospects for other purposes.

Depaosit Insurance

On February 8, 2006, the President signed The Federal Deposit Insurance Reform Aet of 2005 (the “Reform
Act™) into law. Under the Reform Act, the Bank Insurance Fund (“BIF”) and the Savings Association Insurance Fund
{"SAIF”) merged into a new fund, the Deposit Insurance Fund (“DIF”) effective March 31, 2006. Effective April 1,
2000, the coverage limit for retirement accounts increased to £250,000 with indexing of the coverage limit for inflation
commencing in 2010 as with the general deposit insurance coverage limit, In addition, the FDIC was authorized from
time: to lime 1o adjust the minimum reserve ratio, currently fixed at 1.25%, within a range between 1,15% percent and
1.50%, and may adopt a risk-based premium system 10 allow the FDIC to manage the pace at which the reserve ratio
varies within this range. The Reform Act also authorized the FDIC to grant a one-time initial assessment credit (of
approximately $4.7 billion} to recognize financial institutions’ past contributions to the insurance fund. The Reform
Act eliminated the restrictions on premium rates based on the minimum reserve ratio and grants the FDIC the
discretion 10 price deposil insurance according o risk for all insured institutions regardless of the level of the reserve
ratio.

An increase in the BIF assessment rate could have a material adverse effect on FirstMerit’s earnings, depending
on the amount of the increase. The FDIC is also authorized to terminale a depository institution’s deposit insurance
upon a finding by the FDIC that the institution’s financial condition is unsafe or unsound or that 1he institution has
engaged in unsafe or unsound practices or has violated any applicable rule, regulation, order or condition enacted or
imposed by the institution’s regulatory agency. The termination of deposit insurance for FirstMerit's subsidiary
depository institution could have a material adverse effect vn FirstMeril's earnings.

All FDIC-insured depository institulions must pay an annual assessment to provide funds for the payment of
interest on bonds issued by the Financing Corporation, a federal corporation chartered under the authority of the
Federal Housing Finance Board. The bonds, commonly referred to as FICO bonds, were issued to capitalize the
Federal Savings and Loan Insurance Corporation. The F1CO assessments are adjusted quarterly to reflect changes in
the assessment bases of the FDIC’s insurance funds and do not vary regardless of a depository instilation’s
capitalization or supervisory evaluations,
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Fiscal and Monetary Policies

FirstMerit's business and earnings are affected significantly by the fiscal and monetary policies of the federal
government and its agencies. FirstMerit is particularly affectec. by the policies of the Federal Reserve Board, which
regulates the supply of money and credit in the United States. /umong the instruments of monetary policy available to
the Federal Reserve are (a) conducting open market operations in United States government securities, (b) changing
the discount rates of borrowings of deposilory institutions, (¢, imposing or changing reserve requirements againsi
depository institutions’ deposits, and (d) imposing or changing reserve requirements against certain borrowing by
banks and their affiliates. These methods are used in varying degrees and combinations to affect directly the
availability of bank loans and deposits, as well as the interest cates charged on loans and paid on deposits. For that

reason alone, the policies of the Federal Reserve Board have a material effect on the earnings of FirstMerit.

Privaey Provisions of Gramm-Leach-Bliley Act

Under GLBA, federal banking regulators were required to adopt rules that limit the ability of banks and other
financial instilutions to disclose non-public information abcut consumers to nonaffiliated third parties. These
limitations require disclosure of privacy policies to consumers and, in some circumstances, allow consumers to
prevent disclosure of certain personal information to a nonaffiliated third party.

USA Patriot Act

The USA Patriot Act of 2001 and its related regulations re quire insured depository institutions, broker-dealers,
and certain other financial institutions o have policies, procedi res, and controls 1o detect, prevent, and report money
laundering and terrorist financing. The statute and its regulations also provide for information sharing, subject to
conditions, between federal law enforcement agencies and financial institutions, as well as among financial
institutions, for counter-terrorism purposes. Federal banking regulators are required, when reviewing bank holding
company acquisition and bank merger applications, to take into account the effectiveness of the anti-money
laundering activities of the applicants.

Future Legislation

Various legislation affecting financial institutions and the financial industry is from time to time introduced in
Congress. Such legislation may change banking statutes and the operating environment of FirstMerit and its
subsidiaries in substantial and unpredictable ways, and could ncrease or decrease the cost of doing business, limit
or expand permissible activities or affect the competitive balance depending upon whether any of this potential
legislation will be enacted, and if enacted, the effect that it or any implementing regulations, would have on the
finaneial condition or results of operations of FirstMerit or anv of its subsidiaries.

Summary

To the extent that the previous information describes statutory and regulatory provisions applicable to the
Corporation or its subsidiaries, including the Consent Order, it it qualified in its entirety by reference to the full text of
those provisions or agreement. Also, such statutes, regulations and policies are continually under review by Congress
and stale legislatures and federal and state regulatory agencies aad are subject to change al any time. Any such change
in statules. regulations or regulatory policies applicable to FirstMerit could have a material effect on the business of
FirstMerit.

ITEM 1A. RISK FACTORS

Changes in interest rates could have a material adver: e effect on our financial condition and results
of operations.

Our earnings depend substantially on our interest rate spread, which is the difference between (i) the rates we
earn on loans, securities and other earning assets and (ii) the in:erest rales we pay on deposits and other horrowings.
These rates are highly sensitive to many factors beyond our control, including general economic conditions and the
policies of various governmental and regulatory authorities. As market interest rates rise, we will have competitive
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pressures to increase the rates we pay on deposits, which will result in a decrease of our net interest income and could
have a material adverse effect on our financial condition and results of operations,

QOur earnings are significantly affected by the fiscal and monetary policies of the federal government
and its agencies,

The policies of the Federal Reserve Board impact us significantly. The Federal Reserve Board regulates the
supply of money and credit in the United States. Its policies directly and indirectly influence the rate of interest earned
on loans and paid on borrowings and interest-bearing deposits and can also affect the value of financial instruments we
hold, Those policies determine to a significant extent our cost of funds for lending and investing. Changes in those
policies are beyond our control and are difficult 1o predict. Federal Reserve Board policies can also affect our
horrowers, potentially increasing the risk that they may fail to repay their loans. For example, a tightening of the money
supply by the Federal Reserve Bourd could reduce the demand for a borrower’s products and services. This could
adversely affect the borrower’s earnings and ability to repay its loan, which could have a material adverse effect on our
financial conditien and results of operations.

Changes in economic and political conditions could adversely affect our earnings, as our borrowers’
ability to repay loans and the value of the collateral securing our loans decline.

Our success depends, to a certain extent, upon economic and political conditions, loeal and national, as well as
governmenlal monelary policies. Conditions such as inflation, recession, unemployment, changes in interest rates,
money supply and other factors beyond our control may adversely affect our assel quality, deposit levels and loan
demand and, therefore, our earnings. Because we have a significant amount of real estate loans, decreases in real
estate values could adversely affect the value of property used as collateral. Adverse changes in the economy may also
have a negative effect on the ability of our borrowers to make limely repayments of their loans, which would have an
adverse impact on our earnings. In addition, substantially alt of our loans are to individuals and businesses in Chie.
Consequently, any decline in the economy of this market area could have a materially adverse effect on our financial
condition and results of operations.

Terrorism, acts of war or international conflicts could have a material adverse effect on our finan-
cial condition and results of operations,

Acts or threats of war or terrorism, international conflicts, including ongoing military operations in Iraq and
Afghanistan, and the actions taken by the United States and other governments in response to such events could
negatively impact general business and economic conditions in the United States. If terrorist activity, acts of war or
other inlernatienal hostilities cause an overall economic decline, our financial condition and operating results could
be materially adversely affected. The potential for future tervorist attacks, the national and international responses to
terrorist altacks or perceived threats o national security and other actual or potential conflicts or acts of war, including
conflict in the Middle East, have created many economic and political uncertainties that could seriously harm our
business and results of operations in ways that cannot presently be predicted.

The primary source of our income from which we pay dividends is the receipt of dividends from

FirstMerit Bank.

The availability of dividends from FirstMerit Bank is limited by various stalules and regulations. It is possible,
depending upon the financial condition of FirstMerit Bank and other factars, that the OCC could assert that payment of
dividends or other payments is an unsafe or unsound practice. In addition, the payment of dividends by other
subsidiaries is also subject to the laws of the subsidiary’s slale of incorporation, and FirstMerit’s right 1o participate in a
distribution of assets upon a subsidiary’s liquidation or reorganization is subject to the prior claims of the subsidiary’s
creditors. In the event that FirstMerit Bank was unable to pay dividends to us, we in turn would likely have to reduce or
stop paying dividends on our common shares. Our failure to pay dividends on our common shares could have a material
adverse effect on the market price of our common shares,
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If our actual loan losses exceed our allowance for «redit losses, our net income will decrease.

Our loan customers may not repay their loans according 1o their lerms, and the collateral securing the payment of
these loans may be insufficient to pay any remaining loan halance. We may experience significant credit losses, which
could have a material adverse effect on our operating results. In accordance with accounting principles generally
accepled in the United States, we maintain an allowance for credit losses to provide for loan defaults und non-
performance and a reserve for unfunded loan commitments, -vhich when combined, we refer to as the allowance for
credit losses. Our allowance for loan losses may not be adequate to cover actual credit losses, and future provisions for
credit losses could have & material adverse effect on our operating results. Our allowance for loan losses is based on
prior experience, as well as an evaluation of the risks in the current porifolio. The amount of future losses is susceptible
to changes in economic, operating and other conditions, incliding changes in interest rales that may he beyond our
control, and these losses may exceed current estimales. Federal regulatory agencies, as an integral part of their
examination process, review our loans and allowance for loa1 losses. We cannol assure you that we will not further
increase the allowance for loan losses or that regulators will not require us to increase this allowance. Either of these
oceurrences could have a material adverse effect on our financial condition and results of operations.

We depend upon the accuracy and completeness of information about customers and
counterparties.

In deciding whether to extend credit or enter into other transactions with customers and counterparties, we may
rely on information provided to us by customers and counterparties, including financial statements and other financial
information. We may also rely on representations of customers and counterparties as to the accuracy and completeness
of that information and, with respect to financial statements, on reporis of independent auditors. For example, in
deciding whether 10 extend credit to a business, we may assume that the customer’s audited financial statements
conform with generally accepted accounting principles and present fairly, in all material respects, the financial
condition, results of operations and cash flows of the custome:r. We may also rely on the audit report covering those
financial statements. Our financial condition and results of operations could be negatively impacted to the extent we
rely on financial statements that do not comply with generall7 accepted accounting principles or that are materially
misleading.

Our organizational documents may have the effect of discouraging a third party from making an
acquisition of FirstMerit by means of a tender offer, proxy contest or otherwise.

Our amended and restated articles of incorporation and amended and restated code of regulations contain
provisions that could make the removal of incumbent directois more difficult and time-consuming and may have the
effect of discouraging a tender offer or olher takeover attempt not previously approved by our Board of Directors.

Government regulation can result in limitations on cur operations.

The financial services industry is extensively regulated. FirstMerit Bank is subject to extensive regulation,
supervision and examination by the OCC and the FDIC. As a holding company, we also are subject to regulation and
aversight by the OCS. Federal and state regulation is designed primarily to protect the deposit insurance funds and
consumers, and not to benefit our shareholders. Such regulations can at times impose significant limitations on our
operations. Regulatory authorities have extensive discretion in connection with their supervisory and enforcement
activities, including the imposition of restrictions on the operation of an institution, the classification of assets by the
institution and the adequacy of an institution’s allowance for loan losses. Proposals to change the laws governing
financial institutions are frequently raised in Congress and before bank regulatory authorities. Changes in applicable
laws or policies could materially affect our business, and the likelihood of any major changes in the future and their
effects are impossible 10 determine. Moreover, it is impossiblz to predict the ultimate form any proposed legislation
might take or how it might affect vs.

We are subject to examinations and challenges by tex euthorities.

In the normal course of business, FirstMerit and its subsidiaries are routinely subject to examinalions and
challenges from federal and state 1ax authorities regarding the amount of taxes due in connection with investments we
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have made and the businesses in which we have engaged. Recently, federal and state taxing authorities have hecome
increasingly aggressive in challenging tax positions taken by financial institutions. These tax positions may relate to
lax compliance, sales and use, franchise, gross receipts, payroll, property and income tax issues, including tax base,
apportionment and tax credit planning. The challenges made by tax authorities may result in adjustments to the timing
or amount of taxable income or deductions or the allocation of income among tax jurisdictions. If any such challenges
are made and are not resolved in our favor, they could have a material adverse effect on our financial condition and
results of operations.

Environmental liability associated with commercial lending could have a material adverse effect on
our business, financial condition and results of operations.

In the course of our business, we may acquire, through foreclosure, commercial propetties securing leans that are
in default. There is a risk that hazardoeus substances could be discovered on those properties. In this event, we could be
required to remove the substances from and remediate the properties at our cost and expense. The cost of removal and
environmental remediation could be substantial. We may not have adequate remedies against the owners of the
properties or other responsible parties and could find it difficult or impossible to sell the affected properties. These
events could have a material adverse effect on our financial condition and results of operation.

Our business strategy includes significant growth plans. Our financial condition and results of oper-
ations could be negatively affected if we fail to grow or fail 10 manage our growth effectively.

We intend to conlinue pursuing a profitable growth strategy. Our prospects must be considered in light of the
risks, expenses and difficulties frequently encountered by companies in significant growth stages of development. We
cannot assure you that we will be able to expand our market presence in our existing markets or successfully enter new
markets or that any such expansion will not adversely affect our results of operations. Failure to manage our growth
effectively could have a material adverse effect on our business, future prospects, financial condition or results of
operations and could adversely affect our ability 10 successfully implement our business stralegy. Also, if we grow more
slowly than anticipated, our operating results could be materially adversely affected.

Our ability to grow successfully will depend on a variety of factors including the continued availability of
desirable business opportunities, the competitive responses from other financial institutions in our market areas and
our ability to manage our growth. While we believe we have the management resources and internal systems in place to
successfully manage our future growth, there can be no assurance growth opportunities will be available or growth will
be successfully managed.

We face risks with respect to future expansion.

We may acquire other financial institutions or parts of those institutions in the future and we may engage in de
novo branch expansion. We may also consider and enter into new lines of husiness or offer new products or services.
Acquisitions and mergers involve a number of expenses and risks, including;

* the time and costs associated with identifying and evaluating potential acquisitions and merger targets;

* the estimates and judgments used to evaluate credit, operations, managemeni and market risks with respect to
the target institution may not be aceurale;

* the time and costs of evalualing new markelts, hiring experienced local management and opening new offices,
and the time lags between these activities and the generation of sufficient assets and deposits to support the
cosls of the expansion;

* our ability 1o finance an acquisition and possible dilution 10 our exisling shareholders;

* the diversion of our management’s attention to the negotiation of a transaction, and the integration of the
operations and personnel of the combining businesses;

* entry into new markets where we lack experience;

* the introduction of new products and services into our business;
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o the incurrence and possible impairment of goodswill associated with an acquisition and possible adverse short-
term effects on our results of operations; and

¢ the risk of loss of key employees and customers.

We may incur substantial costs to expand, and we can give no assurance such expansion will result in the levels of
profits we seek. There can be no assurance integration efforts for any future mergers or acquisitions will be successful.
Also, we may issue equity securilies in connection with future acquisitions, which could cause ownership and
economic dilution to our current shareholders. There is no ass rance that, following any future mergers or acquisitions,
our integration efforts will be successful or thal. after giving effect to the acquisition, we will achieve profits
comparable to or betler than our historical expertence.

Future sales of our common shares or other securities may dilute the value of our common shares.

In many situations, our Board of Directors has the autharity, without any vote of our shareholders, to issue shares
of vur authorized but unissued securities, including commor shares authorized and unissued under our stock option
plans. In the future, we may issue additional securities, through public or private offerings, in order lo raise additional
capital. Any such issuance would dilute the percentage of ovmership interest of existing shareholders and may dilute
the per share book value of the common shares.

We operate in an extremely competitive market, and our business will suffer if we are unable 1o
compete effectively.

In our market area, we encounter significant competition from other commercial banks, savings and loan
associations, credil unions, morigage banking firms, consumer finance companies, securitics brokerage firms,
insurance companies, money market mutual funds and other financial institutions. The increasingly competitive
cnvironment is a result primarily of changes in regulation, changes in technology and product delivery systems and the
accelerating pace of consolidation among financial servico providers. Many of our compelitors have substantially
greater resources and lending limits than we do and may offer services that we do not or cannot provide. Our ability to
maintain our history of strong financial performance and relurn on investment to shareholders will depend in part on
our continued ability to compete successfully in our market area and on our ability 1o expand our scope of available
financial services as needed to meet the needs and demands of our customers.

Consumers may decide not! 1o use banks te complete their financial transactions.

Technology and other changes are allowing parties 1> complete financial transactions that historically have
involved banks ai one or both ends of the transaction. For example, consumers can now pay bills and transfer funds
directly without banks. The process of eliminating banks as intermediaries, known as disintermediation, could result
in the loss of fee income, as well as the loss of customer deposits and income generated {rom those deposits

Loss of key employees may disrupt relationships with eertain customers.

Our husiness is primarily relationship-driven in that many of our key employees have extensive customer
relationships. Loss of a key employee with such customer relationships may lead to the loss of business if the customers
were to follow that employee to a competitor. While we be ieve our relationship with our key producers is good. we
cannot guarantee that all of our key personnel will remain vith our organization. Loss of such key personnet, should
they enter into an employment relationship with ene of our competitors, could resull in the loss of some of our
customers.

Impairment of gooducill or other intangible assets could require charges to earnings, which could
result in a negative impact on our results of operctions.

Under current accounting standards, goodwill and cer ain other intangible assets with indeterminate lives are no
longer amortized but, inslead, are assessed for impairmen. periodically or when impairment indicators are present,
Assessment of goodwill and such other intangible assets could result in circumstances where the applicable intangible
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assel is deemed 10 be impaired for accounting purposes. Under such circumstances, the intangible asset’s impairment
would be reflected as a charge to earnings in the period during which such impairment is identified.

We may be exposed to liability under non-solicitation agreements to which one or more of our offi-
cers may be a party to with certain of our competitors.

From time to time, we may hire employees who may be parties to non-soliciation or non-competition agreements
with one or more of our competitors. Although we expect that all such employees will comply with the terms of their
non-solicitation agreemenls, it is possible that if customers of our competitors chose to move their business to us, or
employees of our competitor seek employment with us, even without any action on the part of any employee bound by
any such agreement, that one or more of our competitors may chose to bring a claim against us and our employee.

The price of our common shares may be volatile, which may result in losses for shareholders.

The market price for our commen shares has been volatile in the past, and several factors could cause the price to
fluctuate substantially in the future. These factors include:

* announcements of developments related to our business;

* fluctuations in our results of operations;

* sales of substantial amounts of our securities into the markelplace;

¢ general conditions in our markets or the worldwide economy;

¢ a shortfall in revenues or earnings compared to securilies analysts’ expectations;
* changes in analysts’ recommendations or projections; and

* our announcement of new acquisitions or other projects,

The market price of our common shares may fluctuate significantly in the future, and these fluctuations may be
unrelated to our performance. General market price declines or market volatility in the future could adversely affect
the price of our common shares, and the current market price may nol be indicative of future market prices.

We may be a defendant in a variety of litigation and other actions, which may have a material
adrerse effect on our financial condition and results of operation.

FirstMerit and its subsidiaries may be involved from time to time in a variety of litigation arising out of its
husiness. Our insurance may not cover all claims that may be asserted against us, and any claims asserted against us,
regardless of meril or eventual outcome, may harm our reputation. Should the ultimate judgments or settlements in any
litigation exceed our insurance coverage, they could have a material adverse effect on our financial condition and
results of operation. In addition, we may not he able to obtain appropriate types or levels of insurance in the future, nor
may we be able to obtain adequate replacement policies with acceptable terms, if at all.

Unauthorized disclosure of sensitive or confidential client or customer information, whether through
a breach of our computer systiems or otherwise, could severely harm our business.

As part of our business, we collect, process and retain sensitive and confidential client and customer infermation
on behalf of FirstMerit and other third parties. Despite the security measures we have in place, our facilities and
systems, and those of our third party service providers, may be vulnerable to security breaches, acts of vandalism,
compuler viruses, misplaced or lost data, programming and/or human errors, or other similar events. Any security
breach involving the misappropriation, loss or other unauthorized disclosure of confidential customer information,
whether by FirstMerit or by our vendors, could severely damage our reputation, expose us to the risks of litigation and
liability, disrupt our cperations and have a material adverse effect on our business.

ITEM 1B. UNRESOLVED STAFF COMMENTS
N/A




ITEM 2. PROPERTIES
FirstMerit Corporation

FirstMerit’s executive offices and certain holding coripany operational facilities, 10taling approximately
101,096 square feet, are located in a seven-story office building at IIl Cascade in downtown Akron, Ohio. In early
2001, FirstMerit Bank sold its interest in the partnership which owned this building and entered into a five-year lease
for the building with the new, third party owner. As part of the transaction, FirstMerit Bank was granted an option to
acquire the building. The building is the subject of a ground .ease with the City of Akron as the lessor of the land.
During 2003, the Corporation consolidated the variable interest entity that holds the leasehold rights. Note 1 10 the
consolidated financial statements more fully describes this accounting change.

The facilities owned or leased by FirstMerit and its subsidiaries are considered by management 10 be adequate,
and neither the location nor unexpired term of any lease is ¢nsidered material to the business of FirstMerit.

FirstMerit Bank

The principal executive offices of FirstMerit Bank are lozated in a 28-story office building at 106 South Main
Street, Akron, Ohio, which is owned by FirstMerit Bank. FirstMerit Bank Akron is the principal tenant of the building,
occupying approximately 131,000 square feet of the building. 'The remaining portion is leased to tenants unrelated to
FirstMerit Bank. The properties occupied by 97 of FirsiMerit Bank’s other branches are owned by FirstMerit Bank,
while the properties occupied by its remaining 61 branches are leased with various expiration dates. FirstMent
Mortgage Corporation and certain of FirstMerit Bank’s loan operation and documentation preparation aclivities are
conducted in owned space in Canton, Ohio. There is no mortgage debt owing on any of the above property owned by
FirstMerit Bank. FirstMerit Bank also owns automated teller machines, on-line teller terminals and other computers
and related equipment for use in its business.

FirstMerit Bank also owns 15.5 acres near downtown Akron, on which FirstMerit’s primary Operations Center is
located. The Qperations Center is occupied and operated by FirstMerit Services Division, an operating division of
FirstMerit Bank. The Operations Center primarily provides computer and communications technology-based services
to FirstMerit and its subsidiaries. and also markets its services 1o non-affiliated institutions. There is no morigage deht
owing on the Operations Center property. In connection with its Operations Center, the Services Division has a disaster
recovery center at a remole site on leased property, and leases 1dditional space for activities related to its operations.

ITEM 3. LEGAL PROCEEDINGS

In the normal course of business, FirstMerit is at all times subject to pending and threatened legal actions, some
for which the relief or damages sought are substantial. Although FirstMerit is not able to predict the oulcome of such
aclions, after reviewing pending and threatened actions with counsel, management believes that the outcome of such
actions will nol have a material adverse effect on the results of operations or stockholders’ equily of FirstMeni.
Although FirstMerit is not able to predict whether the outcome f such actions may or may not have a material adverse
effect on results of operations in a particular future period as the: time and amount of any resolution of such actions and
its relationship to the future results of operations are not known.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders in the fourth quarter of 2006.

EXECUTIVE OFFICERS OF THE REGISTRANT

The following persons were the executive officers of FirstMerit as of December 31, 2006. Unless otherwise stated,

each listed position was held on January 1, 2002,

Name Age
John R. Cochran(2) .. .............. 63
Paul G. Greig . ......... ... ... ..... 5l
Terrence F. Bichsel ... . ... ... ..... 57
Robert P. Brect(3). ........... ... .. 57
Terri L. Cable ... ... .. ... ........ 46
Mark J. Grescovich .. .............. 42
Jack R.Gravo .. ..o .o oLl 60
David G. Lueht{d) ... ... . ... ... .. 49
Terry . Patton ... .o .. L. 58
Larry A.Shoff ... o o Ll 50

Date Appointed

To FirstMerit

03/01/95
05/18/06

09/16/99

08/09/91

12/01/03

10/18/02

02/16/95

05/16/02

04/10/85

09/01/99

Position and Busincss Experience

Chairman of FirstMeril

President and Chiefl Executive Officer of
FirstMerit and of FirstMerit Bank since

May 18, 2006; previously President and CEO
of Charter One Bank-1llinois

I'xecutive Vice President and Chief Financial
Officer of FirstMeril and FirsiMerit Bank

Senior Executive Vice President of FirstMerit
and FirstMerit Bank since November 20,
2003; previously Executive Vice President of
FirstMeril and Division Executive Vice
President of FirstMerit Bank

Executive Vice President Commercial Banking
of First Merit since July, 2006; previously
President and CEOQ of Columbus region; EVP
of Wealth Management Services; previously
EVP/Managing Director National City Bank
2001 — 2003

Executive Vice President Commercial Banking
of FirstMerit since July, 2006; previously EVP
and Chief Corporate Banking Officer of
FirstMerit Bank since October 18, 2002;
previously SVP of FirstMerit Bank.

Executive Vice President of FirstMerit and
President of FirstMerit Mortgage Corporation
Executive Vice President of FirstMerit and
FirstMerit Bank since May 16, 2002;
previously Execitive Vice President, Credit
Administration of National City Bank
Executive Vice President, Counsel and
Secretary of FirstMerit and FirstMerit Bank
Executive Vice President and Chief

Technology Officer of FirstMerit and FirstMerit
Bank

{1} Julie A. Robbins, age 46, was appointed as Executive Vice President — Retail effeciive Febraary 9, 2007; previously Senior Vice President,

Washington Mutual.

{2} Mr. Cochran resigned as Chairman and an employee of FirstMerit effective January |, 2007.

(3} Mr. Brecht resigned as Senior Executive Vice President and an employee of FirstMerit effective February 1, 2007

{#) Mr. Lucht resigned as Executive Viee President and an employee of FirstMerit on Fehruary 20, 2007,
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PART 11

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

FirstMerit's common shares are quoted on The NASDAQ Stock Market under the trading symbol “FMER”. The
following table contains bid and cash dividend information for FirstMerit common shares for the two most recent fiscal
years:

Stock Performanee and Dividends (1)

Per Share

__ Bis Dividend Book
Quarter Ending High Low Rate Yalue(2)
D3-31-05 . .. e e 2837 2551 0.27 11.32
06-30-05 . . .. e e e 2705 2412 0.27 11.69
00-30-05 . ... e e 2906  26.03 0.28 11.65
12-31-05 . . e e e 2742 24.60 0.28 11.39
03-31-00. . .. e e e e e e 2471 2449 0.28 10.91
06-30-06 . . . .. e e i e e 2258 2094 0.28 10.88
00-20-00. .. ... it e e e 2373 23.14 0.29 11.28
12-30-00 . . e e 2468 2410 0.29 10.56

(1) 'This table sets forth the high and low closing bid quotations and dividend rales for FirstMerit during the periods listed, These quotations are
furnished by the National Quetations Bureau Incorporated and represent prices between dealers. do ot include retail markup. markdowns, or
commissions. and may nol represent actual transactien prices.

(2) Based upon number of shares outstanding at the end of each quaner.
On February 3, 2007, there were approximately 24,964 shareholders of record of FirstMerit common shares.

The following table provides information with respect to purchases FirstMerit made of its shares of common stock
during the fourth quarter of the 2006 fiscal year.

Tolal Number of Maximum
Shares Purchased Number of Shares
as Part of Publicly that May Yel be
Total Number of Average Price Announced Plans  Purchased Under
Shares Purchased Paid per Share  or Programs(1}  Plans or Programs

Balance as of September 30, 2006:. . .. 396,272
October 1, 2006 — October 31, 2006. . .. .. 38 823.01 — 396,272
November 1, 2006 — November 30, 2006 . . 15,788 £23.65 — 396,272
December 1, 2006 — December 31, 2006 . . — — — 396,272
Balance as of December 31, 2006: .. .. 15,876 $23.64 0 396,272

(1) On January 19, 2006 the Board of Directors authorized the repurchase of ap 1o 3 million shares (the “New Repurchase Plan™). The New
Repurchase Plan superseded all other repurchase programs. including that authoerized by the Board of Directors on July 15, 2004 (“the “Prior
Repurchase Plan™). FirstMerit had purchased all of the shares it was authorized to acquire under the Priar Repurchase Plan.

(2) 15.870 of these common shares were either delivered by the uption holder with respect (o the exercise of stock options or the settlement of
performance share awards, or in the case of restricted shares of common stock, withheld to pay income tux or other tax linbilities with respect lo
the vesting or resiricted shares.
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ITEM 6. SELECTED FINANCIAL DATA

SELECTED FINANCIAL DATA

FIRSTMERIT CORPORATION AND SUBSIDIARIES
Years ended December 31,

Results of Operations
Interestincome. . .. .. ... L e

Interest income™® . . .. L L L L e
Interest eXpense . . ... ... L

Net interest income after provision for loan losses*. . . . ..
Otherincome . . . . .. ... e

Income hefore federal income taxes® . . ... ... .......
Federal income taxes . .. ... .. 0 i e
Fully-tax equivalent adjustment . . . ... ...........

Federal income taxes* . . ... . oL oL oL

Income before cumulative effect of change in accounting
principte . . ...

Cumulative effect of change in accounting principle, net of
L

Netincome(n) . ... . ..o i i

Per share:
Income before cumulative effect of change in accounting
prineiple ... e
Cunuwlative effeet of change in accounting principle, net
oftaxes ...

Basic netincome(y) . .. ... ...
Diluted net incomeda). . ... ............ ...

Cashdividends . . ... ... .., .. ... .. ...
Performance Hatios

Return on total assets (“ROA™) . ... ... .. ... ...

Return on common shareholders’ equity (*ROE™)(a} .. ...

Average shareholders’ equity to total average assets .. . ..
Dividend payout ratio, .. . ... ..o o L .
Balance Sheet [ata
Total wssets (at yearend) ... .o L o L.
Long-term debt (@t yearend) .. ... .. .. ... ...,
Daily averages:
Tolal assels . ... e
Earning assets. .. ... ... . .. e
Deposits and other funds . . ... ... L L
Shareholders’ equity . . ... ... ... L ...

* Fully tax-equivalent basis

2006 2005 2004 2003 2002
(Dollars in thousands except per share data)
$ 603821 541446 497,395 567,269 648,013
2,919 2,621 2.712 2,584 3,359
600,740 544007 S0, 107 59853 651,372
263,468 192,451 146,590 173.656 220,417
343.272 351,616 353.517 396,197 424,935
76,112 43,820 73,923 102,273 97,923
267,160 307,796 279,594 293,924 327032
195.148 190,466 174,285 198.323 179.564
328,087 313,508 311,929 315,067 280,897
134,241 184,754 141,950 §77,180 225,699
36,376 51,65( 30,024 52,939 67974
2919 2,621 2,712 2,584 3,359
39,295 54,271 38,736 95,523 71,333
94946 130,483 103.214 121,657 154,360
. — — (688) —_
$§ 94946 130,483 103,214 120,969 154,366
$ 1.18 £.50 .22 1.44 1.82
— — — ©.01) —
$ 1.18 1.56 1.22 1.43 1.82
$ 1.18 1.56 1.21 1.42 1.81
$ 1.14 116 106 1.02 0.98
0.94% 1.27% 1.00% i.14% 1.48%
10.67% 13.50% 10.49% 12.40% 16.31%
3.719% 3.73% 3N% 4.02% 4.39%
60.77% 37.88% 58.60% 53.35% 46.98%
$ 11.11 i1.39 11.66 11.65 11.41
8.79% 9.42% 9.53% 2.21% 9.109%
96.61% 70.519% 87.60% 71.83% 34.14%
$10.208,702 10,161,317 10,122,627 10,479,729 141,065,362
2134821 300,663 209.743 295.559 554.736
$10,130,015 10,264 420 10,318,305 10,597,554 10,411,192
9.261,292 9,434,604 9,515,958 9.844.214 2,685,381
9.072.820 2.139.578 9.195.730 9,440,357 9,287,869
89,929 966,726 983.529 976,423 947,592

(a} Included in the 2003 resulis are the sale of the Company’s $621 million portfolio of manufactured housing loans and prepayment of $221 million
in Federal Home Loan Bank {(FHLB) borrowings, as well as the sale of $22.6 million of commercial loans. As a result, after-tax earnings for the
full year and fourth quarter 2003 were reduced by a total of 822.6 million or $0.27 per share which include an alier-tax charge of $18.4 million,
or $0.22 per share, related 1o the sale of the manufactured housing portfolio and prepayment of FHLB borrowings. and a 84.2 million or $0.05
per share increase: in the provision for loan losses related 1o the sale of commercial loans. Results for 2003 also include an accounting charge of
$644,000 alter-tax, or $0.01 per share, representing the cumulative cffect of application of FIN 46, an aceounting interpretation that reguires
cansolidation of the special purpose entity that holds FirstMerit’s headquarnters building.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS FOR THE YEARS 2006, 2005 AND 2004

The following commentary presents a discussion and analysis of the Corporation’s financial condition and results
of operations by its management (“Management”). The review highlights the principal factors affecting earnings and
the significant changes n balance sheel items for the years 20000, 2005 and 2004. Financial information for prior years
is presented when appropriate. The objective of this financial review is to enhance the reader’s understanding of the
accompanying tables and charts, the consolidated financial statements, notes 1o financial slatements, and financial
statistics appearing elsewhere in this report. Where applicable, this discussion also reflects Management’s insights of
known events and trends that have or may reasonablv be expected to have a material effect on the Corporation’s
operations and financial condition.

Earnings Summary

FirsiMerit reported fourth quarter 2006 net income of $6.1 million, or $0.07 per diluted share. This compares
with $27.7 million, or $0.34 per diluted share, for the prior-year quarter. For the {ull year 2006, the Company reported
net income of $94.9 million, or $1.18 per diluted share, compared with § 130.5 million, or $1.56 per share in 2005.

Both fourth quarter and full year 2006 resulis were affected by the Corporation’s decision in December 2006 to
sell $80.9 million of commercial assets in a transaction to be completed during the first quarter of 2007, FirstMerit
intends to sell $73.7 million of commercial loans and $7.2 million of other real estate during the first quarter of 2007.
Approximately two-thirds of the assets to be sold are loans originated before June 2003. These assets have been
reclassified as “held-for-sale”™ on the Corporation’s balance sheel at December 31, 2006. The allowance associated
with the loans held for sale is $23.1 million and an additional reserve of $2.2 million for other real estate. Of the
$64.2 million of nonperforming assets (0.93% of period-end loans and other real estate) al December 31, 2006,
£31.0 million are held-for-sule. These held-for-sale nonperforming assets are expected 1o be sold hefore March 31,
2007.

Returns on average common equity {(*“ROE”) and average assets (“ROA”) for the {ourth quarter 2006 were 2.66%
and 0.24%, respectively, compared with 11.529 and 1.07% for the prior-year quarter.

Net interest margin was 3.58% for the fourth quarter of 2006 compared with 3.68% for the third quarter of 2006
and 3.73% for the fourth quarter of 2005. The decrease in net interest margin compared with the third quarter of 2006
resulted from an increase in deposit costs attributed 1o shifis in the deposit portfolio from lower-cost transaction
products to time deposits. The decrease in net interest margin compared with the fourth quarter of 2005 reflected a
similar shift in consumer preference for higher-yielding deposit products as well as increased pricing pressure from a
rising interest rate environment. For the full year 2006, net interest margin declined to 3.71% compared with 3.73%
for 2003, as the Corporation’s lexibly structured balance sheet provided opportunity to mitigale rising interest rates by
shifling a portion of the investment portfolio into higher-yielding loans and paying off higher-cost borrowings.

Net interest income on a fully tax-equivalent (“FTE”) hasis was $84.5 million in the fourth quarter 2006
compared with $85.9 million in the third quarter of 2006 and $88.2 million in the fourth quarter of 2005. The decrease
in FTE net interest income compared with the third quarter 2006 resulted from net interest margin pressure, partially
offset by an increase In average earning assets. The increase in eaming assets was driven by loan growth in the
commercial portfolio and the Corporation’s decision to increase the size of the investmeni portfolio given the higher
interest rate environment. The decrease in FTE net interest income compared with the fourth quarter of 2005 resulted
fram lower net interest margin. FTE net interest income for the full year 2006 was $343.3 million, down from the
£351.6 million in 2005. The Corporation executed a halance sheet restructuring initiative preventing additional
margin pressure during the year. Average earning assets decreased $173.4 million during 2006, resulting from a
$355.9 million reduction in the average investment portfolio. The majority of run-off in the securities portfolio was
used to fund loan growth; average loans increased $187.8 million. The Corporation also used proceeds from maturing
investments to pay down higher-cost borrowings.

Noninterest income net of securities transactions for the fourth quarter of 2006 was $48.3 million, a decrease of
$1.0 million or 2.0% from the third quarter of 2006 and an increase of $0.8 million or 1.7% from the fourth quarter of
2005. For the full year 2006, noninterest income net of securities transactions totaled $195.1 milljon, an increase of
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86.6 million or 3.5% from the $188.5 million in the same period of 2005. The increase from the prior vear was
primarily the result of higher service charges and credit card fees. Other income, net of securities gains, as a
percentage of net revenue for the fourth quarter of 2006 was 36.39% compared with 36.50% for third quarter of 2006
and 35.04% for the fourth quarter of 2005. For the full year 2006, other income, nel of securities gains, as a percentage
of net revenue was 36.24% compared with 34.90% for 2005, Net revenue is defined as nel inlerest income, on a FTE
basis, plus other income, less gains from securities sales.

Noninterest expense for the fourth quarter of 2006 was $84.0 million, an increase of $7.0 million or 9.1% from the
third quarter of 2006 and an increase of $4.7 million or 5.9% from the fourth quarter of 2005. For the [ull year 2006,
noninterest expenses totaled $328.1 million, an increase of $14.6 million or 4.7% from 8313.5 million for the same
period of 2005. This increase is the result of higher salaries, wages, pension and employee benefits as well as higher
professional services.

Net charge-offs totaled $18.6 million or 1.06% of average portfolio loans in the fourth quarter of 2006 compared
with $11.6 millien or 0.67% of average portfolio loans in the third quarter 2006 and $18.4 million or 1.09% of average
portfolio loans in the fourth quarter of 2005. Additionally the allowance for loan losses was reduced by $23.1 million or
1.32% of average portfolio loans; the amount related to loans classified as held for sale.

Nonperforming assets totaled $64.2 million at December 31, # decrease of $8.3 million or 11.4% compared with
September 30, 2006 and a decrease of $8.1 million or 11.2% compared with December 31, 2005. Nonperforming
assels at December 31, 2006 and September 30, 2006 include loans held for sale of $26.1 millien and 7.1 million,
respectively. Additionally. $5.0 of other real estate will be included in the loan sale scheduled for the first quarter of
2007. Nonperforming assets at December 31, 2006 represented 0.93% of period-end loans plus other real estate
compared with 1.05% at September 30, 2006 and 1.08% at December 31, 2005.

The provision for loan losses increased to $44.2 million in the fourth quarter of 2006 compared with $12.6 million
in the third quarter of 2006 and $16.3 million in the fourth quarter of 2005. For the full year of 2006, the provision for
loan losses was $76.1 million, compared with $43.8 million for 2005. The increases are primarily related to the
Corporation’s intention to sell $73.7 million of commercial loans during the first quarter of 2007, as previously
discussed.

The aliowance for loan losses totaled $91.3 million at December 31, 2006, an increase of $2.6 million and
$0.7 millien from September 30, 2006 and December 31, 2005, respectively. At December 31, 2006, the allowance for
loan losses was 1.33% of period-end loans compared with 1.28% at September 30, 2006 and 1.36% at December 31,
2005. The allowance for credit losses is the sum of the allowance {or loan losses and the reserve {for unfunded lending
commitments. For comparative purposes the allowance for credit losses was 1.42% at December 31, 2006 compared
with 1.37% at September 30, 2006 and 1.45% at December 31, 2005. The allowance for credit losses to nonperforming
loans increased to 179.60% at December 31, 2006 compared with 153.94% on September 30, 2006 and 155.36% on
December 31, 2005.

FirstMerit’s total assets at December 31, 20006 were $10.3 billion, an increase of $34.6 million or 0.34%
compared with September 30, 2006 and an increase of $98.2 million or 0.97% compared with December 31, 2005, The
increase from September 30, 2006 was principally due to an increase in commercial loans and in the investment
securities portfolio. The increase over December 31, 2005 was due to growth in portfolio loans, primarily in the
commercial portfolio of $174.6 million, or 4.96%. The majority of the loan growth over that time period was funded by
cash flow from the Company’s maturing investment securities portfolio as part of a strategy to shifi the mix of earning
assets into higher yield categories.

Total deposits were $7.5 billion at December 31, 2006, an increase of $109.3 million or 1.48% from Septem-
her 30, 2006 an increase of $265.3 million or 3.67% from December 31, 2005. Core deposits, which exclude all time
deposits, totaled $4.5 billion at December 31, 2006, an increase of $102.4 million or 2.32% from September 30, 2006
and a decrease of $135.8 million or 2.92% from December 31, 2005. Compared with Seplember 30, 2006, the increase
reflects new pricing initiatives aimed at capturing new transaction account balances. Compared with December 31,
2005. the decrease reflects a shift in customer preference for time deposit accounts with higher yields.

Shareholders’ equity was $846.1 million at December 31, 2006 and the Corporation’s capital posilion remains
strong as tangible equity to assets was 6.96%. The adoption of the new accounting pronouncement for “Employers’
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Accounting for Defined Benefit Pension and Other Postretirement Plans” reduced other comprehensive income, a
component of shareholders’ equity, by $46.4 million. The common dividend per share paid in the fourth quarter 2006
was $0.29. For the full year 2006, the common dividend per share paid was $1.14 compared with 1.10 for the same
period of 2005, an increase per share of $0.04, or 3.64%.

Supercommunity Banking Results

The Corporation’s operations are managed along its major line of business, Supercommunity Banking. Note 15
(Segment Information) 1o the consolidated financial statements provides performance data for this line of business.
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AVERAGE CONSOLIDATED BALANCE SHEETS (Unaudited)
Fully-tax Equivalent Interest Rates and Interest Differential

FIRSTMERIT CORPORATION AND SUBSIDIARIES

Twelve months ended
December 31, 2006

Twelve months ended
December 31, 2005

Twelve munths ended

December 31, 2004

Average Average Average Average Average Average
Balance Interest Hate Balance Interest Rate Balance Interest Hate
(Dollars in thousands)
ASSETS
Cash and due from banks . . .. ... ... $ 186,029 194,485 213,994
Investment securities:
U.S, Treasury securities and U.S.
Government agency obligations
(taxable) . .. .............. 2,050,736 81,207 3.96% 2,416,360 91,814 3.80% 2,602,317 97,037 3.13%
Obligations of states and political
subdivisions (lax exempt} . ... ... 114,548 7390 6.45% 99,487 6,707 6.74% 103,402 7311 7.071%
Other securities . . ... ......... 246,054 _1_5'3_(&‘: 6.12% _25_3,_7§ _l_g_,z%l 4.82% M _“2:_7;33 3.75%
Tota) investment securities and
federal . . . .............. 2411338 103,651 430% 2,769,632 110,752 4.00% 2965483 114,083 3.85%
funds sold
Federal funds sold & other interest
eArniNg assels. . . ... 4,167 210 5.04% 1,783 60 3.31% 2,001 30 1.50%
Loans held forsale . . ............ 47,449 3,153 6.65% 52,740 2,854 5.41% 55,002 2,089 3.80%
loans. . ........ ... ... ... ... 6,798.338 499,746 135% 6,610,509 430402 6.51% 6493472 383,905 591%
Total eamning assets. ... ....... 9,261,292 606,760 6.55% 0434664 544068 577% 9515958 500,107 5.26%
Allowance for loan losses . ... ... ... (88,020) (94,118} (100,959)
Otherassels . .. ............... 710,714 729,398 689,312
Total assets. . . ............. $10,130,015 10,264,429 10,318,305
LIABILITIES AND
SHAREHOLDERS' EQUITY
Deposits:
Demand — non-interest bearing . . . . . & 1,434,539 — —_ 1,466,106 —_ — 1,398,112 — —
Demand — interest bearing. . . .. ... 818,735 9217 1.13% 827,829 5,871 0.71% 805,419 2,152 0.27%
Savings and money markel accounts . . 22716534 50,083 220% 2350813 32,944 140%  2473,728 19,145 0.77%
Certificates and other time deposits . . . 2.859.218 123,877 433% 2647908 86,764 328% 2762975  B1,540 295%
Total deposits . . ... ......... 7384146 183,177 248% 7298656 125579  172% 7440234 102837  1.38%
Securities sold under agreements 1o
repurchase ... ... ... 1,283,951 56,151 4.37% 140935 45423 3.22% 1447629 26,259 1.81%
Wholesale borrowings . . .......... 44,723 M 5.96% 431,787 M 4,.97% 307,867 17494 5.08%
Total interest bearing liabilities . . . . 7,638,281 263,468 3.45% 7673472 192451 2.51% 7,791,618 146,590 1.88%
Other liabilities . . . ............. 167 266 158,125 139.046
Shareholders’ equity .. ... ........ 889,929 906,726 983,529
Total liabilities and shareholders’
eqUY . ... $10.130.015 10,264,429 10,318,305
Net yield on earning assels . .. ... ... § 9,261,292 343,292 371% 9434664 351617 373% 9515958 353,517 3.71%
Interest rate spread . .. . ... .. ... .. 3.109% 3.26% 3.38%

Note: Interest income on tax-exempt securities and loans has been adjusted to a fully-taxable equivalent basis. Nonaccrual loans have been

included in the average balances.
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Net Interest Income

Net interest income, the Corporation’s principal source of eamnings, is the difference between interest income
generated by earning assets (primarily loans and investment securities) and interest paid on interest-bearing funds
{(namely customer deposits and wholesale borrowings). Net interest income is affected by market interest rates on both
earning assets and interest bearing liabilities, the level of earning assels being funded by interest bearing liabilities,
noninterest-bearing liahilities, the mix of funding between interest bearing liabilities, noninterest-bearing liabilities
and equity, and the growth in earning assets.

Net interest income for the year ended December 31, 2006 was $340.4 million compared 1o $349.0 million for
year ended December 31, 2005. The $8.6 million decline in net interest income occurred because the $71.0 million
Increase in interest expense was more than the $62.4 million increase in interest income during the same period. For
the purpose of this remaining discussion, net interest income is presented on a {ully-tax equivalent (“FTE”) basis, to
provide a comparison among all types of interest earning assets. That is, interest on tax-free securities and tax-exempt
loans has been restated as if such interest were taxed at the statutory Federal income tax rate of 35% adjusied for the
nen-deductible portion of interest expense incurred to acquire the tax-free assets. Net interest income presented on a
FTE basis is a non-GA AP financial measure widely used by financial services corporations. The FTE adjustment for
full year 2006 was $2.9 million compared with $2.6 million in 2005 and $2.7 million in 2004,

Net interest income presented on an FTE basis decreased £8.3 million or 2.37% 1o $343.3 million in 2006
compared 1o $351.6 million in 2005 and $353.5 million in 2004. The decrease from 2006 to 2005 occurred because
the $71.0 million increase in interest expense was more than the $62.7 million increase in interest income during same
period. The decrease from 2005 to 2004 occurred because the $45.9 million increase in inlerest expense was less than
the $44.0 million decline in interest income during the same period. As illusirated in the following rate/volume
analysis lable, interest income and interest expense both increased due 1o the rise in interest rates throughout the year.

The average yield on earning assets increased 78 basis points from 3.77% in 2005 to 6.55% in 2006 increasing
interest income by $64.7 million. Similarly, the average yield on earning assels increased 51 basis points from 5.26%
in 2004 to 5.77% in 2005 increasing interest income by $44.7 million. Lower outstanding balances on total average
earning assets in 2006 caused interest income to decrease $2.0 million from year-ago levels. Average balances for
investment securities were down from last year decreasing interest income by $14.3 million, but higher rates earned on
the securities mitigated the impact by increasing interest income by $7.2 million. Average loans outstanding, up from
last year, increased 2006 interest income by $12.2 millien while higher yields earned on the loans, also increased
2006 loan interest income by $57.4 million. 2005 over 2004 had a similar effect. Average balances for investment
securities were down from 2004 decreasing 2005 interest income by $7.6 million, but higher rates earned on the
securities increased 2005 interest income by $4.3 million. Average loans outstanding in 2005, up from 2004,
increased 2005 inlerest income by $40.3 million.

The cost of funds for the vear as a percentage of average earning assets increased 80 basis points from 2.04% in
2005 to 2.84% in 2006. As discussed in the deposits and wholesale borrowings section of management’s discussion
and analysis of financial condition and operating results, the rise in interest rates was the primary factor in this
increase,
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INTEREST INCOME

Investment securities:
Tax-exempt .......... ... i,

Loans held for sale

INTEREST EXPENSE

Interest on deposita:
Demand-interest bearing. ................
Savings and money market accounts
Certificates and other time deposits (“CDs”) . .

Securities sold under agreements to
repurchase . . . ....... ... .. i .,

Wholesale borrowings. . . ................
Total interest expense. . . ... ...............

Net interest income

Average earning assels
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CHANGES IN NET INTEREST INCOME-FULLY TAX-EQUIVALENT RATE/VOLUME ANALYSIS
Years ended December 31,

2006 and 2005 2005 and 2004

Increase (Decrease) In Interest Increase (Decrease) In Interest

Net interest INCOME. . . . . oot vt s i in e en e
Tax equivalent adjustment. . .. ..............
Net interest income — FTE ... ..............

Netinterest margin. . . ......... ... .ov.nn

Income/Expense Income/Expense
Yield/ Yield/
Volume Rate Totcl Volume Rate Total
{In thouyands)
$(15,262) 7478  (1.784) (7,352) 4625  (2727)
982  (299) 683  (271)  (333)  (604)
(307) 606 299 89) 854 765
12,514 56,830 069344 7,024 39473 46,497
109 41 150 {(3) 33 30
(1,964) 64,656 62,692 (691) 44,652 43,961
(65) 3,411 3,346 62 3,657 3,719
(1,230) 18369 17,139  (945) 14,744 13,799
7,367 29,746 37,113  (3,498) 8,722 5,224
(4,323) 15051 10,728  (716) 19,880 19,164
(1,408) 4,099 2,691 6,367 (2,412) 3,955
341 70,676 71,017 1,270 44,591 45,861
$ (2,305 (6,020 (8,325) (1.961) 61 (1,900)

Note: Ratefvolume variances are allocated on the basis of absolute value of the change in each.

The net interest margin is calculated by dividing net interest income FTE by average eaming assets. As with net
interest income, the net interest margin is affected by the level and mix of earning assets, the proportion of earning
assels funded by non-interest bearing liabilities, and the interest rate spread. In addition, the net interest margin is
impacted by changes in federal income tax rates and regulations as they affect the tax-equivalent adjustment.

Year ended December 31,

2006 2005 2004
(Dollars in thousands)
................ $ 340,373 348,995 350,805
................ 2,919 2,622 2,712
................ $ 343,292 351,617 353,517
................ $9,261,292 9434664 9,515,958
................ 3.711% 3.73% 3.71%

The net interest margin for 2006 was 3.71% compared to 3.73% in 2005 and 3.71% in 2004. As discussed in the
previous section, the decrease in the net interest margin during 2006 was primarily a result of a drop in eaming assets
coupled with a shift in customer preference to higher vielding certificate of deposits. The increase in 2005 over 2004
was a result of higher yields on loans and investments.




Other Income

Excluding investment securities gains, other income totaled $195.1 million in 2006 an increase of $6.6 milion or
3.49% from 2005 and an increase of $17.8 million or 10.07% from 2004. Other income as a perceniage of nel revenue
(FTE net interest income plus other income, less gains from securities) was 36.24% compared to 34.90% in 2005.
Explanations for the most significant changes in the components of other income are discussed immediately afier the
following table.

Year Ended December 31,

2006 2005 2001
(In thousands)

Trust department income . ... ... . e e 8 22,653 22,134 21,595
Service charges ondeposits ..., ... . L 71,524 69,005 62,162
Credit card fees . .. ... L 44,725 40,972 37,728
ATM and otherservice fees . . . ... it it e e e e 12,817 12,867 11,879
Bank owned life insurance income . . .. ... . e 14,339 12,264 12,314
Investment services and life insurance . .. ... ... L 9,820 10,608 12,850
Investment securities gains (losses), nel .. ..o i i, 22 1,926 (2,997)
Loan sales and servicing income .. ..., ... . o oo 7.513 6,397 6,075
Other operating income . ... ... i e 11,735 14,233 12,679

$195148 190466 174,285

Trust department income, which has been positively impacted by improved stock market values, has increased by
2.34%. up $0.52 million in 2006 and 2.50%, up $0.54 million in 2005 over 2004. Service charges on deposits
increased by $2.5 million or 3.56% in 2006, and $6.9 million or 11.10% in 2005 over 2004 primarily due 1o new
imtatives to enhance account posting standardization and synchronization that were implemented throughout 2005
and 2006. Credit card fees increased $3.8 million or 9.16% in 2006, and $3.2 million or 8.60% in 2005 over 2004
primarily due to increased volumes. ATM and other service charge fees have decreased $0.05 million or 0.39%. This
decrease was also volume driven. Bank owned life insurance income increased $2.1 million or 16.92% primarily due
to death benefit proceeds received in 2006. There were no significant sales of investment securities during 2006.
Investment securities gains increased $4.9 million in 2005 over 2004 primarily attributable to the other-than-tempo-
rary impairment loss of $5.8 million on FHLLMC and FNMA perpetual preferred stock that was recorded in the fourth
quarter of 2004, Lean sales and servicing income increased 81.1 million or 17.45% in 2006 and $0.3 million or 5.30%
in 2005 over 2004 million reflecting the slow down in mortgage activity due to interest rate increases. Investment
services and insurance income decreased $0.8 million in 2006 and $2.2 in 2005 over 2004 primarily attcibutable to a
drop in annuity sales in our retail branches.

Federal Income Taxes

Federal income tax expense totaled 836.4 million in 2006 compared to $51.7 million in 2005 and $36.0 million
in 2004. The effective federal income tax rate for 2006 was 27.7% compared to 28.4% in 2005 and 25.9% in 2004,
During 2005 the statute expired on the 2001 consolidated {ederal income tax return, resulting in the release of tax
reserves of $7.5 million which had been established for tax issues from a previous acquisition. As a result, the
Corporation recorded a $4.3 million reduction in income 1ax expense. Additionally, $3.2 million in federal and state
lax reserves were established for pending audits and years open for review for various taxing authorities. Pursuant to
the anticipated changes in the requirements under SFAS 109 “Accounting for Income Taxes” and more fully described
in Note 1 (Recently Issued Accounting Standards), tax reserves have been specifically estimated {or potentia] at-risk
items. During 2004, the [nternal Revenue Service completed their examination of the Corporation’s tax returns for the
years ended Deeember 31, 1999 and 2000, The Corporation was successful in resolving anticipated issues at less than
previous expectations. As a result, the Corporation recorded a $4.6 million reduction in income tax expense. Of that
amount. $2.5 million related to issues resolved during the 1999 and 2000 year audits; and $2.1 million for reserves no
longer required relaled to bank-owned life insurance.
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Further federal income tax information is contained in Note 11 {Federal Income Taxes) 1o these consolidated
financial statements.

Other Expenses

Other expenses were $328.1 million in 2006 compared to $313.5 million in 2005 and $311.9 in 2004, an increase
of $14.6 million or 4.65% over 2005 and an increase of $16.2 million or 5.18% over 2004.

Years Ended December 31,

2006 2005 2004
(In thousands)
Salaries and wages . ... ... i e $130.446 126,829 122589
Pension and employee benefits ..... .. ... ... .. . ool 46,254 36,854 37,463
Net occupancy exXpense . .. ...t e 24.814 23,730 22,557
Equipment expense. .. ... ... . e e 11,999 13,301 13,345
Taxes, other than federal incometaxes .. ... ... ... ... ... ... ... (2,329) 4,042 5,149
Stationery, supplies and postage . . ... .. ... .. .o o 9,912 10,050 10,716
Bankcard, loan processing, andothercosts . . ... ... ... ... ... L 28,211 24,012 24,307
Adverlising. . .. .o e e e s 7,085 7,704 6,931
Professional services . . ..o et e e e e e 16,971 12,014 13.688
Telephone. . . . oo . e 4,722 4,556 4,718
Amortization of intangibles ... ... ... . .. . L. L 389 839 889
Other operaling eXpense . ... .. ... i e e s 49,113 49527 49,577

$328,087 313,508 311,929

Salaries and wages were $130.4 million in 2006, an increase of $3.6 million or 2.85% over 2005. Similarly, the
increase in salaries and wages in 2005 over 2004 was $4.2 million or 3.46%. The increases generally reflect the
annual employee merit increases. Pension and employee benefits were $46.3 million in 2006, an increase of
$9.4 million or 25.51% over 2005, primarily due to increased pension expense and health care costs related to self
insured medical plans. Note 12 {Benefit Plans) 1o the consalidated financial statements more fully describes the
increases in pension and postretirement medical expenses.

Taxes, other than federal income tax were down $6.4 million primarily attributable to the successful resolution of
multiple year and multiple jurisdictional non-income tax examinations. Bankcard, loan processing, and other costs
were up $4.2 million consistent with the increase in volume in our credit card revenue. Professional services expenses
increased $5.0 million or 41.26% in 2006 due Lo increased professional assistance in complying with the Bank
Secrecy Act and Sarhanes Oxley.

The efficiency ratio for 2006 was 60.77%, compared to 57.88% in 2005 and 58.60% in 2004, The “lower is
better” efficiency ratio indicates the percentage of operating costs that is used to generate each dollar of net
revenue — that is during 2006, 60.77 cents was spent to generate each $1 of net revenue. Net revenue is defined as net
inferest income, on a lax-equivalent basis, plus other income less gains from the sales of securities.

Investment Securities

The investment portfolio is maintained by the Corporation to provide liquidity, earnings, and as a means of
diversifying risk. In accordance with Statement of Financial Accounting Standards No. 115, *Accounting for Certain
Investments in Debt and Equity Securities,” investment securities have been classified as available-for-sale. In this
classification, adjustment to fair value of the available-for-sale securities in the form of unrealized holdings gains and
losses is excluded from eamings and reported net of taxes in the other comprehensive income section of shareholders’
equity. At year-end 2006, the investment portfolio had a net unrealized loss of $47.1 million, which compares to a loss
of $59.4 million at year-end 2005,
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At year-ends 2006 and 2005, investment securities al fair value totaled $2.4 billion and $2.5 billion, respectively.
The 5.44% decrease in the total portfolio occurred primarily in the mortgage-backed security portfolio, This decrease
reflects the Corporation’s balance sheet deleverage sirategy. The Corporation has not reinvested the cash flow from the
maturing investment portfolio in order to improve its asset/liability position. Also during 2006, the Corporation
repurchased 2.5 million shares i1s own stock in an accelerated share repurchase arrangement with Goldman, Sachs &
Co. The initial purchase price was $25.97. Additional discussion of the decrease in investment securities is located in
the Liquidity Risk Management section of this report.

A summary of investment securities’ fair value is presented below as of year-ends 2006 and 2005. Presented with
the sunumary is a maturity distribution schedule with corresponding weighted average yields.

Fair Value of Investment Securities

Dollar e
2006 2005 Change Change
(Dollars in thousands)
U.S. Government agency obligations. . .................. & 831,919 904,404 (72,485) 8.01)%
Obligations of states and political subdivisions . ... ... ... .. 196,798 93,837 102,961  109.72%
Mortgage-backed securities .. ....... ... ... . . ... 1,128,052 1,299,549 (171497) (13.20)%
Other securtties . .. ... oot e e 251,119 248,706 2,413 0.97%
$2,407,888 2,546,496  (138.608) (5.44)%

One Year or Less

At December 31,

{ver One Year
Through Five Years

Over Five Years
Through Ten Years

Over Ten Years

Weighted Weighted Weighted Weighted
Average Average Average Average
Amount Yields Amount Yields Amount Yields Amount Yields
{Dollars in thousands)
U.S. Government agency obligations . ... 348919 3.20% 412,985 3.87% 70,015 5.37% — —
Obligations of states and political
subdivisions . ... ... ... ... ... 12.254 8.81%* 20,763 7.765:*  30.729 7.25%* 133052 5.07%*
Mortgage-backed securities . .. .. ... 5.200 6.01% 951.612 4.04% 171,234 4.36% — _
Other securities . ..., ..o eene... 7.123 5.80% 149,487 6.14% — — 94,500 g@%
373,502 3.47% 1.534.847 4.25% 271978 495%  221.561 6.18%
Peveent of total . . . ... ... ... .. ... 15.51% 11.30% 9.45%

* Fully 1ax-equivalent hased upon federal income tax structure applicable at December 31, 2006.

Morigage-hacked securities (“MBS”) accounted for 59% of the market value of the porifolio at year end with 26%
representing fixed rate MBS; 21% adjustable rate MBS; and 12% invested in collateralized mortgage obligations. At
year-end the fair value of 20 and 30 year MBSs was 8.0% of the porifolio. The eslimaled effective duration of the
portfolio is 2.39% and is estimated 1o shorten to 1.65% given an immediate, parallel decrease of 100 hasis poinis in
interest rates. If rates were to increase 100 basis points in a similar fashion, the duration would increase to 2.80%. The
investment portfolio would be expected to generate 8616 million in cash flow over the next twelve months, given no
change in interest rates.

The average yield on the portfolio was 4.15% in 2006 compared to 4.00% in 2005,
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Loans

Total loans outstanding at year-end 2006 increased 3.17% to $6.9 billion compared to one year ago, al
$6.7 billion. The following tables breakdown outstanding loans by category and provide a maturily summary of
commercial loans.

At December 31,

2006 2003 2004 2003 2002

{In thousands)
Commercial loans . . .................. $3,0694,121 3,519.483 3,290,819 3,352,014 3,430,396
Morgage loans . . ... ... ... ... .. .... 608,008 628,581 639,715 614,073 560,510
Installment loans . ... ................ 1,619,747 1,524,355 1,592,781 1,668,421 1,564,588
Home equity loans . .................. 731,473 778,697 676,230 637,749 597,060
Creditcard loans .. .................. 147,553 145,592 145,042 144,514 141,575
Manufactured housing loans ............ - — — — 713,715
Leases .. .ovini i e e 77,971 70,619 88,496 134,828 206,461
Total loans .. .........cvvounnn. 6,878,873 6,667,327 6,433,083 6,551,599  7.214,305
Less allowance for loan losses ... ..... ... 91,342 90,661 97,296 91.459 116,634
Netloans ....... ... covvinnnnn.. $6,787.531 6,576,666 6335787 6,460,140 7,097,671

At December 31, 2006

Commerciul Mortgnge Installment Home: equity Credit card
loans loans loans louns lonns Leases

(In thousnnds}

Due inone yearor less . ... ... ... $1,535,923 185,101 526,817 279,877 96,239 32,794
Due after one year but within five
YEAIS . v o vt i iie s 1,769,087 316,338 880,730 384,688 50,815 40,533
Due afier five years . . ... ........ 389,111 106,569 212,200 66,908 499 4,644
Total .. ... .. . o oL $3.,694,121 608,008 1,619,747 731,473 147,553 77971

Loans due afier one year with
interest al a predetermined fixed

FAYE . it e $1,025,678 228,512 1,081,800 73,019 16,174 45,177
Loans due after one year with

interest at a floating rate . ... ... 1,132,520 194,395 11,130 378,577 35,140 —

Total ... oo o L $2,158,198 422,907 1,092,930 451,596 51,314 45,177

The manufacturing-hased economy in Northeast Ohio continued to show signs of growth with commercial loans
increasing 4.96% in 2006 and 7.37% in 2005. Single-family mortgage loans continue to be originated by the
Corporation’s mortgage subsidiary and the sold into the secondary mortgage market or held in portfolio. The increase in
interest rates was the primary reason for the decline in mortgage loan originations and the 3.27% decrease in balances
retained in portfolio.

Outstanding home equily loan balances decreased $47.2 million or 6.06% from December 31, 2006 as a result of
discontinued marketing campaigns that drove up balances 15.5% in 2005 over 2004. Installment loans increased
£95.4 million or 6.26% as customer preferences moved from home equity lines of credit to home equity fixed loans.

There is no predominant eonceniration of loans in any particular industry or group of industries. Most of the
Corporation’s business activity is with customers located within the state of Ghio.
Allowance for Loan Losses and Reserve for Unfunded Lending Commitments

The Corporation maintains what Management believes is an adequate allowance for loan losses. The Corporation
and FirstMerit Bank regularly analyze the adequacy of their allowance through ongoing review of trends in risk ralings,
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delinquencies. nonperforming assets, charge-offs, economic conditions, and changes in the composition of the loan
portfolio. Notes 1, 3 and 4 to the consolidated financial statements provide detailed information regarding the
Corporation’s credit policies and practices. The {ollowing tables display the componenis of the allowance for loan
losses at December 31, 2006 and 2005.

At December 31, 2006 the allowance for loan losses was $91.3 million or 1.33% of loans outstanding, compared
to $90.7 million or 1.36% at year-end 2005. The allowance equaled 168.039 of nonperforming loans at year-end 2006
compared to 145.61% at year-end 2005. The increase in the allowance for loan losses is attributable to additional
reserves that were established to address identilied risks associated with the slow down in the housing markets and the
decline in residential and commercial real estate values. These reserves totaled $20.0 million at year-end 2006 and
$5.4 million at year-end 2005. Nonperforming loans have decreased by $7.4 million over December 31, 2005 due to
wrile downs which occurred in anticipation of a loan sale during the first quarter of 2007. These held for sale loans
have been valued at their fair market value.

Net charge-offs were $75.4 million {(including the allowance relating to loans held for sale) in 2006 compared to
850.5 million in 2005 and $55.4 million in 2004. As a percenlage of average loans outstanding, net charge-offs and
allowance for loans held for sale equaled 1.11% in 2006, 0.76% in 2005 and 0.85% in 2004. Losses are charged
against the allowance for loan losses as soon as they are identified.

During the fourth quarter of 2006, Management reclassified $16.7 million of loans as impaired and arranged a
loan sale of $73.7 million to facilitaie improved credit quality with the commercial loan portfolio. (Of the loans
identified as held for sale, §41.1 million were classified as nonperforming and $32.6 million were classified as
performing.} The loan sale is scheduled to occur during the first quarter of 2007. Additienally, Management
strenglhened the allowance for lean losses by providing $14.5 million of additional provision to establish reserves
1o address identified risks associated with the slow down in the housing markets and the decline in residential and
commercial real estate values.

During the first quarter of 2004, Management observed that nising input costs such as plastic resins, steel and
petroleum would impact certain segments of our commercial and industrial loan portfolio. Management also observed
a higher level of nonaccrual loans from within previously identified criticized loan levels while the economy was in an
early stage of recovery. These observations led us to change some of the assumptions used in the Corporation’s
allowance for loan losses methodology by shortening the historical period used for estimaling loss migration factors
which had the effect of more heavily weighting recent loss history in the portfolio. The Corporation strengthened the

allowance for loan losses by providing an additional $22.7 million above the quarter’s charge-offs for the first quarter of
2004.

The allowance for unfunded lending commitments at December 31, 2006 and 2003 was $6.3 million and
$6.1 mllion. respectively.

The allowance for credit losses, which includes both the allowance for loan losses and the reserve for unfunded
lending commitments, amounted to $97.6 million at year-end 2006, $96.7 million at year-end 2005 and $103.1 million
at year-end 2004,
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Allowance for Credit Losses

For the year ended
December 31,

2006 2005
(In thousands)
Allowance for loan losses, beginning of period. .. .......... ... ... ... ... .. ..... $90,661 97,296
Net charge-offs . ... ... . (52,342) (50,455)
Allowance related to loans held forsale .. ... ... ... .. . .. . i (23,089 —
Provision for loan 10sses. . .. .. L. e e e 76,112 43,820
Allowance for loan losses, end of period .. .. .. ... ... . L oo, $91,342 90,661
Reserve for unfunded lending commiiments, beginning of period .. .. ... ... ... ... .. $ 6,072 5,774
Provision for credit losses. .. ... .. L. L 222 2908
Reserve for unfunded lending commitments, end of period . . ... .. ... ... ... ... $ 6,294 6,072
Allowance for credit losses. . .. .......... e R, $ 07,636 96,733

The following 1ables display the compenents of the allowance for loan losses al December 31, 2006 and 2005.
Al December 31, 2006

Loan Type
Allowance for Loan Commercial Commercial Installment Home Equity Credit Card Res Mortgage
Losses Componenis: Loans R/E Loans Lenses Loans ans Loans Loans Total
(In thonsands)

Individually Impaired Loan Component:

loan Balanee. . ... ... L £ 19394 41,889 — — — — — 61,283

Mlowance. ... ... . oo L 973 515 — — — — — 1,488
Collective Loan Impaired Components:
Credit risk-graded loans
Grade 1 loan balance . . ... ... ... ... ., .. 28,350 2,789  3.526 34,665
Grade Lallowance © ... ..o oo L L. 82 2 12 96
Grade 2 toan balanee . . . ... ... o L oL L. 144,084 109,238 8927 262,249
Grade 2ullowance . . .. .. ... ... . . ..., 7517 412 35 1,224
Grade 3 lean balance . ... ... ... .. . ... 377,713 366903 33,115 771,731
Grade 3 ullowance . ... .. ... ... . ... .. ... 2.235 1.902 229 4,366
Grade 4 loan balanee ... ... ... ... ... . ... 839458 1,512,529 28,072 2,400,059
Grade d allowance . . . ... ... ..., . . ..., 16,555 17,124 643 34322
Grade 5 (Special Mention) foan bafance . .. ... .. 57.281 100,657 9 158,034
Grade Sallowance . . .. ... ... .. .. .. ..., 3351 4,163 3 7,519
Grade 6 (Substandund) loan balanee .. ... ... .. 42371 30,604 2,196 75571
Grade 6allowance . ... ... ... ........... 5,508 3.118 257 8,973
Grude 7 (Poubtful) loan balance. .. .. ... .. ... 442 19 — 461
Grade Tallowance .. . ... . . .. .. .. ... 150 3 — 153
Consumer loans based on payment status;
Current loan balances . . . ....... .. ....... 1,802 1600560 728302 142,598 576927 3,050,189
Current loan allowance ... ... .. ... .. ..... 6 15,058 2499 3.578 3.201 24,342
30 days past due loan balance . . .. ... ... .. .. 171 13,165 2.084 1977 11.813 29,210
30 days past due loan allowance . . ... ....... 2 1.245 236 725 399 2,607
60} days past due loan balance. . ... .., ., .. .. 30 4,340 523 1122 4,840 {0,855
60 days past due loan allowance ... ... ... ... 1 1.180 150 6ol 324 2.515
90+ days past due lean balance . . ... ... .. ... 36 1,682 564 1.856 14,428 18,566
90+ days past due loan allowance. .. ... ... ... 4 823 266 1,628 1016 3.737
Total boans .. .o $1.529493 2,164,628 77971 1.619.747 731473 147.553 608.008 6.878.873
Total Allowance for Loan lasses. . .. .. .. ... .. § 20701 27239 1214 18306 3,151 6.591 5140 91.342
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At December 31, 2005

Loan Type
Commercial Commercial R/E Installment Home Equity Credit Card Res Morigage
Allowance fur Loun Losses Components: Loans Loans Lenses  Loans ans Loans Loans Total
(In thonsands)

Individually Impaired Loan Component:

Loanbalance . . .. ... ... oL, § 27515 18.254 — — - — — 45,769

Alowance . ... ... o oL 4,534 2.851 — — — — — 7,385
Collective Loan Impairment Components:
Credit risk-graded toans
Grade | loan balance .. ... ... ... ..., 16,353 2.233 — 18.580
Grade Lallowance ... ... .o o ., 64 3 — 67
Grade 2 toan halance . ... ... ... . ..., . 159,785 90,392 3.643 262,820
Grade Zallowance .. .. ... . ... ..... 1.297 3| 33 1.671
Geade 3 loan balance . ... ... 0oL L. 244,116 309860 25245 639,227
Grade 3allowance .. ................ 2008 1383 231 3822
Grade 4 loan balanee .. .. .., 00 oL, 851,968 1.514.990 31,428 2,398.380
Crade 4 allowance , ... ... ... ... ... 15,600 11.387 1.018 28,005
Grade 5 (Special Mention) loan balance . . . . . 58,878 40,657 127 105,662
Grade Sallowance . ... ... .. . oL 3463 L1110 8 4,581
Grade 6 {Substandard) loan balance. . .. .. .. 69,358 53.333 3.1 125.802
Grade 6 allowance . . ... .o 8,265 3.089 413 11,767
Grade 7 (Doubtful) loan batance . . .. ... .. 324 377 — 701
Grade 7 allowance . . .. .. ... .. .. .. 117 ) — 157
Consumer loans based on payment status:
Current loan halanres .. .. .. ... 6,687 1.500.694 775912 141,888 597.705  3.022,386
Current loans allowance . . . .. .......... 95 18962 1,918 4.014 969 25,958
30 days past due loan balance . . .. ... .. 250 15574 1.764 1.453 14,461 33.502
30 days past due allowanee . .. .. ..., .., 8 1.456 108 245 133 2250
60 days past due loan balance . . ... ... .. IE 5296 31 1,154 4.569 11,605
60 days past due allowance . .. ... L L0 9 1401 87 699 133 2,329
90+ days past due loan balance . . .. ... ... 33 2,791 510 1.097 11.846 16.297
90+ days past due allowance . ... ... oL 16 1377 155 975 146 2669
Total loans . . ... ... .. o, $1.428,297 2,105,102 70.619 1,524355 778,697 145.592 628,581 6,681,243

Total Allowance for Loan losses. . ... ... .. & 35348 20,404 1.831 23.196 2.268 6,233 1.381 90,661




A five-year summary of activity follows:

Yeuars Ended December 31,

2006 2005 2004 2003 2002
(Dollars in thousamls)
Allowance for loan losses at Januwary Lo ..o oo § 90,6061 97,296 91,459 116,634 119.784
Loans charged off:
Commercial . . ..o e e 32,628 19,349 25.073 34,093 31,970
Mormgage. .. ..ot 1,670 1.721 1.174 1.016 622
Installment ... ... 20,682 29,307 35.958 42,093 37,272
Home equity ... oo v e e e 3,847 4,340 3,085 3428 3,768
Crediteards. ..o ... 8.294 11.320 11.254 12.667 12417
Manufactured housing . . .. ... . Lo — — 443 21,633 27934
LBaSEE v v et e e e e e 3,607 3.068 2.012 4,947 6,342
Total e e e 70.728 69.105 78.099 119,877 120,325
Recoveries:
Commercial . . ..o o i e 3,734 4,166 6,068 2,507 1.836
Marlgage . - . oo 142 190 42 235 41
Installment . . ... o e 10,340 2,495 11,545 11,872 12,446
HOME @WILY + « v v e v v e e e e e e e 1.293 1302 1430 1,183 1,002
Crediteards. .. ... .. e 2.123 2.348 2.920 2,165 2,567
Manulactured housing . .. ..o oo oo 451 710 1,088 3,143 3411
Leases . .. . e 303 439 491 661 489
Total o oo e 18.386 18,650 23.584 21,856 21,792
Net charge-offs . ... ... ... ... . . oo i 52,342 50,455 55,415 93,021 98,533
Allowance related to loans held for salefsold .. ... ... (23,089) — (12.671) {29.427) —
Reclassification to lease residual reserve. ... ... .. ... — — — — (2,540
Provision fer loan losses . .. ... .. .. .. oo 76,112 43,820 73,923 102,273 97,023
Allowance for loan losses at December 31, ... ... .. .. $ 91,342 90,661 97,296 91,459 116,634
Average loans outstanding. ... ... ..o L £6,798.338 6.610.509 6493472  7.138.673  7.350.952
Ratio to average loans:
Net charge-offs. ... ..o o oo oo ot 0.77% 0.76% 0.85% 1.37% 1.34%
Net charge-offs and allowance related to loans held for
salefsold ... L 1.11% 0.76% 1.05% 1.79% 1.34%
Provision for loan losses .. ... ... ... oL 1.12% 0.669% 1,14 1.43% 1.33%
Loans outstanding at end of year .. .. ... .. ... .. 86.878.873 6.681.243 6.433.083 6,551,599  7.214.305
Allowance for loan losses:
As a percent of [oans outstanding at end of year . . . .. 1.33% 1.36% 1.51% 1.40% 1.62%
As a muliiple of net charge-offs . .. .. ... ... o0, 1.75 1.80 1.76 0.93 1.18
As a multiple of net charge-offs and allowance related
teloanssold. .. .. ... 121 g0 143 09 118

Asset Quality

Making a loan to earn an interest spread inherently includes taking the risk of not being repaid. Successful
management of credit risk requires making good underwriting decisions, carefully administering the loan portfolio and
diligently collecting delinquent accounts,
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The Corporation’s Credit Policy Division manages credit risk by establishing common credit policies for its
subsidiaries, participating in approval of their largest loans, conducting reviews of their loan portfolios, providing them
with centralized consumer underwriting, collections and loan operations services, and overseeing their loan workouts.
Notes 1, 3 and 4 10 the consolidated financial statements, provide detailed informalion regarding the Corporation’s
credit palicies and practices.

The Corporation’s ebjective is to minimize losses from its commercial lending activities and to maintain consumer
losses at acceptable levels that are stable and consistenl with growth and profitability objectives.

Nonperforming Loans are defined as follows:
* Nonacecrual loans on which interest is no longer accrued because its collection 1s doubtful.

* Restructured loans on which, due to deterioration in the horrower’s financial condition, the original terms
have been modified in favor of the borrower or either principal or interest has been forgiven.

Nonperforming Assets are defined as follows:
* Nonaccrual loans on which interest is no longer accrued because its collection is doubtful.

* Restructured loans on which, due to deterioration in the borrower’s financial condition, the original terms
have been modified in (avor of the borrower or either principal or interest has been forgiven.

* Other real estate (ORE) acquired through foreclosure in satisfaction of a loan.

Years Ended December 31,
2006 2005 2004 2003 2002
(Dollars in thousands)

Nonperforming Loans:

Nonacerual . ... ... .. e e e e £54,362 62,262 40,516 73,604 82,283
Restructured . ... ... ... ... .. . . . . ... — — — 35 48
Total impaired loans. . .. ... ... ... . ... .. L. 54,362 62,262 40516 73,639 82,331
ORE . .. e e e 9815 9,005 5,375 7,527 7,203
Total nonperforming assets .. ................... $64,177 72257 45891 8L166 89,534
Loans past due 90 days or more accruing interest .. ... ... 816,860 17,931 20,703 27,515 43,534

Total nonperforming assets as a percentage of total loans

and ORE . .. 093% 108% 0.711% 124% 1.24%

During the fourth quarter of 2006, the Corporation identified $73.7 million of commercial luans that were written
down 1o their fair value of $50.6 million and reclassified as loans held for sale in anticipation of a loan sale scheduled
{or the first quarter of 2007. Additionally, $7.1 million of other real estate was wrilten down to $5.0 million that will
also be included in the loan sale.

During January 2006, additional information on one criticized commercial relationship led the Corporation to
conclude that the horrower's financial condition was significantly worse than what previously had been represented to
FirstMerit Bank as of December 31, 2005. Based upon this analysis, the Corporation down graded this relationship to
substandard (nonaccrual) and the estimated loss related 10 this commercial relationship is fully reflected.

In the second quarter of 2004, the Corporation sold $34.9 million of nonperforming loans. During 2003, the
Corporation seld $11.1 million of nonaccrual commercial loans and 8621 million of manufactured housing loans,
contributing to the continuing decline in non-performing assets and loans past due 90 days or more accruing interest.

During 2006 and 2005, total nonperforming loans earned $11.3 thousand and none, respectively, in interest
income. Had they been paid in accordance with the payment terms in force prior to being considered impaired, on
nonaccrual status, or restructured, they would have earned $5.9 million for both years in interest income.

In addition to nenperforming loans and loans 90 day past due and still aceruing interest, Management identificd
potential problem commercial loans (classified as substandard and doubtful) totaling $83.0 million at year-end 2006
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and $110.0 million al year-end 2005. These loans are closely monitored for any further deterioration in the borrowers’
finuncial condition and for the borrowers™ ability to comply with terms of the loans.

"eriod Eml 402006 302006 2Q06 1Q06 4005
(In theusands)

Nonaccrual commercial loans beginning of peried . . ... .. $ 52,621 41,927 56,258 54,170 34,144

Credit Actions:
W e e e 27,087 31619 6,652 10,259 29,778
Loan and lease tosses ... ... .. .. .. . . ... (24,592)  (4,006)  (1,927) (3,385) (3,005)
Charged down . ... ... o o oo (3.616) (2,725) (5.079) (2,081) (5.285)
Return 1o accruing status . . ... ... oo el (3,985) (773)  (2.260) (369) (1,179
Payments ........ .. ... i (2,470) (13,421) (2.864) (1,742) (277)
Sales. . .. — —  (8,853) — —

Nonacerual commercial loans end of period .. ... ...... $ 45,045 52.621 41,927 56,258 54,176

Deposits, Securities Sold Under Agreements to Repurchase and Wholesale Borrowings

Average deposits for 2006 totaled $7.4 billion compared to $7.3 billion in 2005, Decreases in non-interest
bearing and interest hearing demand accounts reflect a shift in customer preference for time deposit accounts with
higher vields. The following ratios and table provide additional information about the change in the mix of customer

deposits.
At December 31,
2006 2005 20111
Average Average Average Avernge Average Avermoe
Baolance Rate Balance Rute Balance Hate
(Dollars in thousands)

Demand deposits- noninterest-bearing . .. ... ... 81,434,539 — 81.466.106 — $1.398.112 —_
Demand deposits- interest-bearing . ... ... .. 818,735 1.13% 827.829 0.71% 805,419 0.27%
Savings and money market accounts . ... ... ... 2.271.654 2.20%  2.356.813 1.40%  2.473.728 0.77%
Certificates and other time deposits ... ... .. .. 2,859,218 4.33% 2,647,908 3.28% 2,762,975 2.95%
Total customer deposits . . ... ... . L 7,384.146 2.48% 7,298,656 1.72% 7.440,234 1.38%
Securities sold under agreements to repurchase .. 1,283,951 4.37% 1,409,135 3.229 1,447,629 1.81%
Wholesale borrowings . ... ..o oo 404,723 5.96% 431,787 4.97% 307,867 5.08%
Towalfunds ... o $9,072,820 $9.139.578 $9.195,730

Total demand deposits comprised 30.52% of average deposits in 2006 compared 10 31.43% in 2005 and 29.62%
in 2004. Savings accounts, including money market products, made up 30.76% of average deposits in 2006 compared
to 32.29% in 2005 and 33.25% in 2004, CDs made up 38.72% of average deposits in 2006, 36.28% in 2005 and
37.14% in 2004, :

The average cost of deposils, securities sold under agreements 1o repurchase and wholesale borrowings was up
80 basis points compared to one year ago, or 2.90% in 2006 due to the rising rate environment.
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The following table summarizes CDs in amounts of $100 thousand or more as of year-end 20006, by time remaining
until maturity.

Time until maturity: Amount

{In thousands)

Under 3 months . ... .. e e 8 429919
B0 6 months . e e e e e e e e e 410,439
Olo 12months . ... ... 269,619
Over 12 months .. ... e e 113,732

$1,223.709

Interest Rate Sensitivity

Interest rate sensitivilty measures the potential exposure of earnings and capital to changes in market interest
rates. The Corporation has a policy that provides guidelines in the management of interest rate risk. This policy is
reviewed periodically to ensure it complies with trends in the financial markets and the industry,

The following analysis divides interest bearing assets and liabilities inlo maturity calegories and measures the
“GAP" between maturing assets and liabilities in each category. The Corporation analyzes the historical sensitivity of
its interest bearing transaction accounts to determine the portion that it classifies as interest rale sensitive versus the
portion classified over one year. The analysis shows that liabilities maturing within one year exceed assets maturing
within the same period by $312.1 million. The Corporation uses the GAP analysis and other tools to monitor rate risk.
Focusing on estimated repricing activily within one year, the Corporation was in a liability sensitive position at
December 31, 2006 as iHlustrated in the following table.

1-30 31-60 61-90 91-180 181-365 Over 1
Days Days Days Days Days Year Tutal

(In thousands)

Interest Earning Assets:

losns and leases. . ... ... ... L. 82,976,281 160.547 168.683 367.031 801385 2500218 6974.145
Investment securities and federal funds
sold o L 67,209 75,489 178,306 156,007 349,431 LAl o46 2407 HEE
Towsl Interest Earning Assets. .. ... .. ..... $3,043.490 236036 346989 523,038 1151216 4081264 9,382,033
Interest Bearing Linbilities:
Demand — interest bearing . ... ... L 84,480 o 125,698 — — 580393 79571
Savings and money market accounts . .. ... 589,757 143.678 440,138 222 938 — B7L175  2.2067.686
Certificate and other time deposits . . .. ... 256.117 189,321 238,254 Hi18.840 949,261 a.774 2,976,567
Securities sold under agreements to
repurchase . .. ... L, 1,056,915 36,80 21,000 18,606 U3.500) 35,000 1.261.821
Wholesale borrowings. . .. .. 0 o0 250,704 26,850 — 30,000 — 150,673 464,227
Totul Interest Bearing Liabilities . . ... ... .. $2.237973 396,649 825000 1110384 L2761 2157015 T7,760.872
Total GAP. .. oL § 805,517 (160.,613) (478.10]) {p87.346) TOB.A455 1.924.249  1.612.16]
Cumulmive GAP. .. ... .. ..o ... § 805517 644904 160,803 (420,543)  (312,088) 1.612,161

Market Risk

Market risk refers to potential losses arising from changes in interest rates, foreign exchange rates, equity prices
and commodity prices, including the correlation among these factors and their volatility. The Corporation is primarily
exposed lo interest rate risk as a result of offering a wide array of financial products to its customers.

Changes in market interest rates may result in changes in the fair market value of the Corporation’s financial
instruments, cash flows, and net interest income. The Corporation seeks to achieve consistent growth in net interest
income and capital while managing volatility arising from shifis in market interest rates. The Assel and Liability
Committee (“ALCO") oversees market risk management, establishing risk measures, limits, and policy guidelines for




managing the amount of interest rate risk and its effect on net interest income and capital. According to these policies,
respensibility for measuring and the management of interest rate risk resides in the Corporate Treasury function.

Interest rate risk on the Corporation’s balance sheets consists of reprice. option, and basis risks. Reprice risk
results from differences in the maturity, or repricing, of asset and liability portfolios. Option risk arises from
“embedded options” present in the investment portfolio and in many financial instruments such as loan prepayment
options, deposit early withdrawal oplions, and interest rate options. These options allow customers opporiunities to
benefit when market interest rates change, which typieally results in higher costs or lower revenue for the Corporation,
Basis risk refers to the potential for changes in the underlying relationship between market rates or indices, which
subsequently result in a narrowing of profil spread on an eaming asset or liability. Basis risk is also present in
administered rate lLabilities, such as interest-hearing checking accounts, savings accounts and money market
accounts where historical pricing relationships to market rates may change due to the level or directional change
in market interest rales.

The interest rate risk position is measured and monitored using risk management tools, including earnings
simulation modeling and economic value of equity sensitivity analysis, which capture both near-term and long-term
interest rate risk exposures. Combining the results from these separate risk measurcment processes allows a
reasonably comprehensive view of short-term and long-term interest rate risk in the Corporation.

Earnings simulation involves forecasting net interest earnings under a variety of scenarios including changes in
the level of interest rates, the shape of the yield curve, and spreads between markel interest rates. The sensitivity of net
interest income lo changes in interest rates 1s measured using numerous interest rate scenarios including shocks,
gradual ramps; curve flattening, curve steepening as well as forecasts of likely interest rates scenarios. Presented
below is the Corporation’s interest rate risk profile as of December 31, 2006:

Immediate Change in Rates and Resulting Pereentage
Increase/(Decrease) in Net Interest [Incon

— 104} basis + 100 basix + 200 bhasis + 300 basis

points poinis parints points
December 31,2000 . ... ... ... ... .. L. (0.09% 0.05% (0.35)% (0.83)%
December 31,2005 . ... ... . . ... .. ... .. .., (1.50)% 0.15% 0.01% {0.51)%

Modeling the sensitivity of net interest earnings to changes in markel interest rales is highly dependent on
numerous assumptions incorporated into the modeling process. To the extent that actual performance is different than
what was assumed, actual net interest earnings sensitivity may be different than projected. The assumptions used in
the models are Management’s best estimate based on studies conducted by the ALCO department. The ALCO
department uses a dala-warehouse to study interesi rate risk at a transactional level and uses various ad-hoc reports to
refine assumptions continuously. Assumptions and methodologies regarding adminisiered rate liabilities (e.g..
savings, money market and interest-bearing checking accounts), balance trends, and repricing relationships reflect
management’s best estimate of expected behavior and these assumptions are reviewed regularly.

The Corporation also has longer-term interest rate risk exposure, which may not be appropriately measured by
earnings sensilivity analysis. ALCO uses economic value of equity (“EVE”) sensitivity analysis Lo study the impact of
long-term cash flows on earnings and capital, EVE involves discounting present values of all cash flows of on halance
sheet and off balance sheet items under different interest rate scenarios. The discounted present value of all cash flows
represents the Corporation’s economic value of equity. The analysis requires modifying the expected cash flows in each
interest rate scenario, which will impact the discounted present value. The amount of base-case measurement and its
sensitivity to shifis in the yield curve allow management to measure longer-term repricing and option risk in the
balance sheet. Presented below is the Corporations EVE profile as of December 31, 2006 and 2005:

Immediate Change in Rates and Resulling Percentage
Increase/(Decrease) in EVE:

— 100 basis + 10O basis + 200 basis + 300 basis

points points points points
December 31, 2006 .. . ..o\t (3.58)% 0.53% (0.33)% (2.38)%
December 31,2005 .. ... ... .. ... L .. {3.26)% 0.48% 0.14% (0.85)%
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During the year ended December 31, 2006, $150.9 million (excluding security valuation adjustments) of
maturing investient portfolio cash flows were not reinvested. The net additional funds were used 1o fund loan growth
and reduce the dependency on deposit growth. This was part of the overall balance sheel remix strategy employed by
the Corporation to shift earming assets inlo higher yielding instruments. The duration of the portfolio is 2.39% as of
December 31, 2006 as compared to 2.42% on December 31, 2005.

Capital Resources

Financial institutions are subject 1o a strict uniform system of capilal-based regulations. Under this system, there
are five different categories of capitalizalion, with “prompt corrective actions” and significanl operational restrictions
imposed on institutions that are capital deficient under the categories, The five categories are: well capitalized,
adequately capitalized, undercapitalized, significantly undercapialized and eritically undercapitalized.

To be considered well capitalized an institution must have a tolal risk-based capital ratio of at least 6%, a
leverage capital ratio of 5%, and must nol be subject 1o any order or directive requiring the institution lo improve its
capilal level. An adequately capitalized institution has a total risk-hased capital ratio of at least 8%, a Tier 1 capital
ratio of at least 4% and a leverage capital ratio of at least 4%. Institutions with lower capital levels are deemed 10 be
undercapitalized, significantly undercapitalized or critically undercapitalized, depending on their aciual capital
levels. The appropriate federal regulatory agency may also downgrade an institution 1o the next lower capital category
upon a determination that the institution is in an unsafe or unsound practice. Institutions are required to monitor
closely their capital levels and to notify their appropriate regulatory agency of any basis for a change in capital
category. At yvear-end 2006 the Corporation, on a consolidated basis, as well as FirstMerit Bank, exceeded the
minimum capital levels of the well capitalized category.

At December 31,
2006 2005 2004

{(Iollars in thousanls)

Consolidated

Total equity. . ... ... ... L L. $846,111 8.25% % 937,580 9.23% § 981,257 9.69%
Commonequity........ooovuuen... 846.111 8.25% 937,580 9.23% 981,257 9.69%
Tangible common equity(a) .. .......... 704,001 0.96% 794,579 7.93% 837,365 8.39%
Tier 1 capitaldhy . ... ...... ... ... ... 804,959  10.07% 858,879 10.60% 871,197  11.09%
Total risk-based capital{c) ............. 993,716 12.44% 1075987 13.28% 1.119.095 14.25%
Leverage(d). . ...... ... ... ... . .. .. 804,959 7.95% 858,879 8.48% 871,197 8.72%

At December 31,
2006 2005 2004

Bank Only

Total equity . . ... .. .. ... ... ... $704,047 6.87% 5712378 7.02% § 791.4806 7.83%
Common equity .. .................... 704,047 6.87% 712,378 7.02% 791,486 7.83%
Tangible common equity(a). . .. .......... 561,937 3.56% 5069377 5.69% 647.59%4 6.50%
Tier 1 eapital(b). ... ... .. o o oL 750,912 941% 722814 8.94% 771,854 9.85%
Total risk-based capitalic) ... ........... 936,720 11.74% 937,233  11.59% 1,017,214  12.98%
leverage{d) . .. ... .. .. L o ol 750,912 7.42% 722,814 7.15% 771,854 7.75%

u) Common equity less all intangibles; computed as a ratio 10 total assets less intangible assets,

b} Shareholders” equity less goodwill: computed as a ratio to risk-adjusted assets. as defined in the 1992 risk-based capital guidelines.

) Tier | capital plus qualifying loan toss allowance. vomputed as a ratio o risk-adjusted assets, as defined in the 1992 risk-based capital
guidelines.

d) Tier 1 capital: computed as a ratio to the latest quarler's average assets less goudwill,

During 2006, the Corporation’s Direclors increased the quarterly cash dividend, marking the twenty-sixth
consecutive year of annual increases since the Corporation’s formation in 1981, The current quarterly cash dividend of
$0.29 has an indicated annual rate of $1.16.




Liquidity Risk Management

Liquidity risk is the possibility of the Corporation being unable to meet current and future financial obligations in
a timely manner. Liquidity is managed to ensure stable, reliable and cost-effective sources of funds to satisfy demand
for credit, deposit withdrawals and investment epportunities. The Corporation considers core earnings, strong capital
ratios and credit qualily essential for maintaining high credit ratings, which allow the Corporation cost-effective
access lo market-based liquidity. The Corporation relies on a large, stable core deposit base and a diversified base of
wholesale funding sources 1o manage liquidity risk.

The Corporation’s Treasury Group is responsible for identifying, measuring and monitoring the Corporation’s
liquidity profile. The position is evaluated daily, weekly and monthly by analyzing the composition of all funding
sources, reviewing projected liquidity commitments by future month and identifying sources and uses of funds.
Treasury Group also prepares a contingency funding plan that details the potential erosion of funds in the event of a
systemic financial market crisis or institution-specific stress. In addition, the overall management of the Corporation’s
liquidity position is integrated into retail deposit pricing policies to ensure a stable core deposit base.

The Corporation’s primary source of liquidily is its core deposit base, raised through its retail branch system. The
Corporation also has available unused wholesale sources of liquidity, including advances from the Federal Home
Loan Bank of Cincinnati, borrowings through the discount window of the Federal Reserve Bank of Cleveland, debt
issuance through dealers in the capital markets and access to certificates of deposit issued through brokers. Liquidity
is also provided by unencumbered, or un-pledged, investment securities that totaled $341.4 million at December 31,

2006.

Funding Trends for the Year — For the year ended December 31, 2006, lower cost core deposits decreased by
$135.8 million. In aggregate, total deposits increased $265.3 million reflecting a shifi in customer preferences for time
deposit accounts with higher yields. Securilies sold under agreements to repurchase decreased by $164.2 million from
the end of 2005 to year-end 2006. The Corporation’s loan to deposit ratio decreased o 91.73% at December 31, 2006
compared to 92.17% at December 31, 2005.

Parent Company Liquidity — FirstMerit Corporation manages its liquidity principally through dividends from
the bank subsidiary. During 2006, FirstMerit Bank paid FirstMerit Corporation a total of $72.0 million in dividends.
As of year-end 2006, FirstMerit Bank had an additional $22.9 million available to pay dividends without regulatory
approval.

Contractual Obligations, Commitments, Contingent Liabilities, and Off-Balance Sheet Arrangements

The Corporation has various contractual obligations which are recorded as liabilities in our consolidated
financial statements. The following 1able summarizes the Corporation’s significant obligations at December 31, 2006
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and the future periods in which such obligations are expected to be setiled in cash. Additional details regarding these
obligations are provided in the foolnotes to the consolidated financial statements, as referenced in the table:

The following table details the amounts and expected maturities of significant commitments and off-balance
sheet arrangements as of December 31, 2006. Additionally details of these commitments are provided in the fcotnotes
to the consolidated financial statements, as referenced in the following table:

Contiractual Obligations

Payments [he in

Note One Year One to Three to Over Five
Reference Total or Less Three Years  Five Years Years

(In thousands)

Depaosits without a stated maturity(a) . . . 84522354 4,522,354 — — —
Consumer and hrokered certificates of

deposits(@). .. .. ... o L 2.976,569  2.464.201 406.779 100,780 4,809
Federal funds borrowed and secunity

repurchase agreements .. ... .. .. .. 10 1.261.821 1,226,821 35,000 — —
Longtermdelnt ... ... .o .o oL 10 213.821 36,104 260 150,122 27.335
Capital lease obligations{e) . ... ... ... 18 — — — — —
Operating leases(b) . .............. 18 35,283 6,364 12.263 2,508 14,148
Purchase obligations(e) . .. ... ... ... — — —_ — —

Totah, . oo oo $9,000,848 8,255,844 454,302 253,410 46,292

(2} Excludes interest,

(b} The Corporation’s operating lease obligations represent commitments under noncancelable operating leases on branch facilities and

equipment.

(¢) 'There were no material purchase or capital lease obligations outstanding at December 31, 2006.

Commitments and Off Balance Sheet Arrangements

Payments Due in

Note One Year One to Three to Over Five
Reference Total or Less Three Years  Five Years Years
(In thousands)

Commitments to extend credit(d) ... ... 17 $3,105,796 1,701,119 346,423 186,289 871,965
Standhy letters of credit . ... ... ... 17 198,225 90,634 46.817 50,618 10,156
Loans sold with recourse(d) .. ... ... .. 17 40,565 40,565 — — —
Postretirement benefits(e) . .. ... .. .. 12 26,164 2,266 4,722 3,263 13,913
Total, oo $3,370,750 1,834,584 397,962 242170 896,034

() Commitments to extend credit do not necessanly represent future cash requirements, in that these commitments often expire without being
drawn upuen.

(¢} The postretirement benefit payments represent actuarilly determined future benefits 1o eligible plan panicipants. SFAS 106 requires thal the
liahility be recorded at net present value while the future payments contained in this table have not heen discounted.

Effecis of Inflation

The ussets and liabilities of the Corporation are primarily monetary in nature and are more directly affected by the
fluctuation in interest rates than inflation. Movement in interest rates is a result of the perceived changes in inflation as
well as monetary and fiscal policies. Interest rates and inflation do not move with the same velocity or within the same
time: frame, therefore, a direct relationship 10 the inflation rate cannot be shown. The financial information presented
in this report, hased on historical data, has a direct correlation to the influence of market levels of interest rates.
Therefore, Management believes thal there is no material benefit in presenting a statement of financial data adjusted
for inflationary changes.
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Critical Accounting Policies

The Corporation’s most significant accounting policies are presented in Note | to the consolidated financial
slatements. Management has determined that accounting for the allowance for loan losses, income taxes, and mortgage
servicing rights, derivative instruments and hedging activities, and pension and postretirement benefits are deemed
critical since they involve the use of estimates and require significant Management judgments. Application of
assumptions different than those used by Management could result in material changes in the Corporation’s financial
pusilion or results of operations. Accounting for these critical areas requires the most subjective and complex
Judgments that could be subjeet 10 revision as new information hecomes available.

As explained in Note 1 (Summary of Significant Accounting Policies) and Note 4 {Allowance for Loan Losses) lo
these consolidated financial statements, the allowance for loan losses represents Management’s estimate of probable
eredit losses inherent in the loan porifolio. This estimate is based on the current economy’s impact on the timing and
expected amounts of future cash flows on impaired loans, as well as historical loss experience associated with
homogenous peols of loans.

Management’s estimate of the allowance for the commercial portfolio could be affected by risk rating upgrades or
downgrades as a result of fluctuations in the general economy, developments within a particular industry, or changes in
an individual eredit due to factors particular to that credit such as competition, management or business performance.
A reasonably possible scenario would be an estimated 109 migration of lower risk-related pass credits to criticized
slatus which could increase the inherent losses by $33.9 million. A 109 reduction in the level of criticized credits is
also possible, which would result in an estimated $1.3 million lower inherent loss.

For the consumer portfolio, where individual products are reviewed on a group basis or in loan pools, losses can
he affected by such things as collateral value, loss severity, the economy, and other uncontrollable factors. The
consumer portfolio is largely comprised of loans that are secured by primary residences and home equity lines and
loans. A 10 basis point increase or decrease in the estimated loss rates on the residential mortgage and home equity
line and loan portfolios would change the inherent losses by $1.3 million. The remaining consumer portfolio inherent
loss analysis includes reasonably possible scenarios with estimated loss rates increasing or decreasing by 25 basis
points, which would change the related inherent losses by $4.4 million,

Additionally the estimate of the allowance for loan losses for the entire portfolio may change due to modifications
in the mix and level of loan balances outstanding and general economic conditions as evidenced by changes in interest
rates, unemployment rates, bankruptey filings, used car prices and real estate values, While no one factor is dominant,
each has the ability to result in actual loan losses which differ from originally estimated amounts.

The information presented above demonsirates the sensitivity of the allowance to key assumptions. This
sensitivily analysis does not reflect an expected outcome.

The income tax amounts in Note 11 (Federal Income Taxes) 1o these consolidated finaneial statements reflect the
current period income tax expense for all periods’ shown, as well as future 1ax liabilities associated wilh differences in
the timing of expenses and income recognition for book and tax accounting purposes, The calculation of the
Corporation’s income tax provision is complex and requires the use of estimates and judgments in its determination.
The current income tax Liability also includes Management’s estimate of potential adjustments by taxing authorities.
Changes to the Corporation’s estimated accrued taxes can oceur periodically (ue to changes in tax rates, imple-
mentation of new husiness strategies, resolution of issues wilth taxing authorities regarding previously taken tax
posilions and newly enacted slalutory, judicial and regulatory guidance, These changes. when they occur, affect
accrued taxes and can be material to the Corporation’s operating results for any particular reporting period. The
potential impact to the Corporation’s operating results for any of the changes cannot be reasonably estimated.

Accounting for mongage servicing rights is more fully discussed in Note | and Note 6 (Mortgage Servicing Rights
and Mortgage Servicing Activity) to these consolidated financial stalements and is another area heavily dependent on
current cconomic conditions, especially the interest rate environment, and Management’s estimates. The Corporation
uses discounted cash flow modeling techniques in determining this assel’s value, The modeled results utilize estimates
about the amount and timing of mortgage loan repayments, estimated prepayment rates, credil loss experiences, costs
to service the loans and discount rates to consider the risks involved in the estimation process. A sensitivily analysis is
presented in Note 6.

38




Derivative instruments and hedging activities are more {ully described in Note 1, Note 16 (Fair Value Disclosures
of Financial Enstruments), and Note 17 (Financial Instruments with Off-Balance Sheet Risk) to these consolidated
financial stalements. During 2006 and 2005, the Corporation had fair value hedges recorded in the consolidated
halance sheet as “other assets™ or “other liabilities™ as applicable. Certain assumptions and forecasts related to the
impact of changes in interest rates on the (air value of the derivative and the time being hedged must be documented at
the inception of the hedging relationship 1o demonstrale that the derivative instrument will be effective in hedging the
designated risk, If these assumptions or forecasts do not accurately reflect subsequent changes in the fair market value
of the derivative instrument or the designated item being hedged, the Corporation might be required to discontinue the
use of hedge aceounting for that derivative instrument. Once hedge accounting is terminated, all subsequent changes
in the fair inarket value of the derivative instrument must flow through the consalidated statement of earnings in “other
noninterest income,” possibly resulting in greater volatility in the Corporation’s earnings. If the Corporation did not
apply hedge accounting, the impact in 2000 would have been o lower pre-tax earnings by approximately $8.6 million.

Accounting for pensions is an area that requires Management 1o make various assumptions 1o approprialtely value
any pension assel or liability reflected in the consolidated balance sheet as “other assets” or *other liabilities.” These
assumplions include the expected long-term rate of return on plan assets, the discounl rate and the rate of
compensalion increase. Changes in these assumptions could impact earnings and would be reflected in noninterest
expense as “salaries and employee benefits” in the consolidated statements of earnings. For example, a lower expected
long-1erm rate of return on plan assets could negatively impact earnings as would a lower estimated discount rate or a
higher rate of compensation increase. The Corporation uses the Moody’s Aa Corporate Bond Rate as the high-quality
fixed income investment basis for estublishing the discount rate and regularly monitors the duration of its benefit
liabilities versus the duration of the bonds in the Moody’s Aa portfolio. During 2006 the Corporation changed one of the
assumptions used in the pension liability assumption. The discount rate was reduced by 50 basis points o 5.50% to
reflect the interest rate environment. The Corporation used an assumed return on assels of 8.50% for both 2006 and
2005. The rute of compensalion increase was 3.75% in 2006, 2005 and 2004.

To illustrate the sensitivity of earning to changes in the Corporation’s pension plan assumplions, a 25 basis point
increase in the discount rate would have decreased 2000 expense by $0.92 million, while a 25 basis point decrease in
the discount rate would have increased 2006 expense by $0.93 million. Additionally, a 25 basis point increase in the
long term rate of return would have decreased 2006 expense by $0.33 million while a 25 basis point decrease in the
long term rate of return would have decreased 2005 expense by $0.33 million.

Forward-Looking Statements — Safe Harbor Statement

Information in the “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
section within this report, which is not historical or factual in nature, and which relates 10 expectations for future shifts
it loan portlolio to consumer and commercial oans, increase in core deposils base, allowance for loan losses, demands
for the Corporation’s services and products, future services and products to be offered, increased numbers of
customers, and like items, constitute forward-looking statements that involve a number of risks and uncertainties. The
following factors are among the factors that could cause actual results to differ materially from the forward-looking
slalements: general economic conditions, including their impact on capital expenditures; business conditions in the
banking industry; the regulatory environment; rapidly changing technology and evolving banking indusiry standards;
competitive factors, including increased competition with regional and national financial institutions; new service and
product offerings by competitors and price pressures; and like items.

The: Corporation cautions that any forward-looking statements contained in this report, in a report incorporated by
reference to this report, or made by management of FirstMerit in this report, in other reports and filings, in press
releases and in oral statements, involve risks and uncertainties and are subject to change hased upon the factors listed
above und like items. Actual results could differ materially from those expressed or implied, and therefore the forward-
looking statements should be considered in light of these factors. The Corporation may from lime to time issue other
forward-looking statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

See “Interest Rate Sensitivity” and “Market Risk™ at pages 36 — 37 under ltem 7 of this Annual Report.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

CONSOLIDATED BALANCE SHEETS
FIRSTMERIT CORPORATION AND SUBSIDIARIES

December 31,

2006 2005
(In thousands)
ASSETS
Cashand due from banks, . .. . o e $ 200,204 225,953
Investment securities {at market value). ... ... . . L 2,407,888 2,546.496
Loans hebd for sale . . 095,272 42,566
Loans:
Commercial Ioans . ... e e e 3,694,121 3,519.483
Mortgage loans oo oL o e e e e e 608,008 628,581
Installment Joams . o L oo e e e 1,619,747 1,524,355
Home equily Loans. ... e e e 731473 778,697
Credit card Jouns . o o e e 147,553 145,592
I T 77,971 70,619
Total lnams .o e e 6,878,873 6,667,327
Allowance for Joam losses ... .. L. L e e (91,342} (90,661)
Net s o e 6.787.531 6,576,666
Premises and equipment, net. .. ... L e 122,954 120,420
Goodwill. L e e e e 139,245 139.245
Oiher intangible assels . oL e e 2.865 3,756
Accruedd interest receivable and otherassets .. .. .. . . L L L 496,613 499,257
Total assels o oL e e e §10,252,572  10.154.359
LIABILITIES AND SHAREHOLDERS® EQUITY
Deposits:
Demandd-non-interest bearing. .. ... ... L e 8 1,455,097 1,523,731
Demand-interest bearing. .. . ... . e e 799,571 830248
Savings amd money market accounts. .. ... oL L e 2.267.686 2,304,177
Certificates and other time deposils « ... e 2,976,567 2,575494
Total deposits .o e 7,498,921 7,233,630
Securities sold under agreements torepurchase . . ..o o o L oL o 1,261,821 1,426,037
Wholesale bormowings ... o e 464,227 401,104
Accrued taxes, expenses, and other liabilities .. ... ... o o o L 181,492 155,988
Total Habilities. .. e e 9,406,461 9,216,779
Commitments and contingencies
Shareholders™ equity:
Preferred stock. without par value:
authorized and unissued 7,000,000 shares ... ... ... ... . L .. — —
Preferred stock. Series A, without par value:
designated 800,000 shares: none outstanding . . ... ... ... L L L oo — —
Convertible preferred stock, Series B, without par value:
designated 220,000 shares; none outstanding . . ... L oL oL o o L — —
Commen stock, without par value:
authorized 300.000.000 shares: issued 92.026,350 at December 31, 2006 and 2005. . . . 127,937 127,937
Capital surplus .. oo e 106,916 108,210
Accumulated other comprehensive loss. .. . ... ..o L e (79,508) (42,850)
Retained earnings ... ..o e 998.079 994,487
Treasury stock. at cost, 11,925,803 and 9.691.424 shares, at I}ecember 31, 2006 and 2005,
respectively L e e e e (307,313) (250.204)
Total shareholders’ equity. . .. .. Lo o 846,111 937,580
‘Tutal liabilities and shareholders’ equity . .. . ... ... L L $10,252,572 10,154,359

The accompanying notes are an integral part of the consolidated financial statements.




CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

FIRSTMERIT CORPORATION AND SUBSIDIARIES

leterest ineome:

Interest expense:
Interest un deposits:

Demand-interest hearing . .o oo
Savings and money market aceounis . ... L L L e
Certifieates and other time deposils - oL L. . e
Interest on securities sold under agreements to repurchase . ... ... .. o oo Lo L
Interest on wholesale borrowings . ..o L L L
Total Interest eXpense. . . .o i e e
Nel Interest INCUITIE © . v v o e e e e e it e it o e e e et e e
Provision for loun losses . .. o e
Net interest income after provision for loan losses . . .. ..o i i
Other income:
Trust department INCOME . . . . . oot et e e e e e e
Service charges on deposits . . . L e e
Credit card fees. . .o o oL e
ATM and other service fees oo o 0 e e e
Bank awned life insuranee iMeome. . ..o o e e
Investment services and INSUKANCE © . . L. L L L e e
Investmend securities gains {losses), nel .. . L e e e
Loan sales and servieing Income .. ..o L L e e
Other operating MCOME .« o 4 o v o vt e e e e
Tonal other INCome . « . L e e e e e e e
Other expenses:
Salaries. wages, pension and employee benefils . . ... e
INE OCCUPINEY BXPENSE . . L o L ot it it it it e et st e et n e e e
Equipment eXpense . ..o e e e e e
Stationery, supplius anid T
Bankeard, loan processingand othercosts . . . ... o o Lo o o Lo
Professional servives. o . . e e e e e e
Amortization of imtangibles. o L e e
hher operaling eApENSE .« . L L e e e
Total other expenses. . ... L. L e
Incone before federal income taxes and 1he cumulative effect of a change in accounting
prnciple e
Federal income axes . . o o L L e e e
Nl INe0Ime . o e e e e e e e
(ther comprehensive income (Inss), net of taxes:
Unrealized securities” holding gains {losses), net of taxes. .. .. .. . L i o o
Unrealized hedging gain (lossl. net of taxes ... oo L0 o e
Minimum pension liahility adjustment, net of taxes during period . .. ..o L o oo oL Lo,
Less: reclassification adjustment for securities” gains (losses) realized in net income, net of taxes . . . . .
Total other comprehensive loss, netof taxes . ... oo o
Comprehensive inCOmMe . . . .. L. L L e e
Net income applicable to common shares . 0oL o L o
Net income used in diluted EI'S ealeubation . .. ... oo oo o
Weighted average number of common shares outstanding —basic ... ... ... ... oL
Weighted average number of common shares outstanding —dilmed ..o ..o oo oo L
Basie pamnings pershare. . ..o L e
hlued camings pershare © .00 L i e
Dividend pershare « ..o e e

Years Ended Docember 31,

2006 2005 2004
(In thousands except per share
data)
$502,763 433143 385,919
101078 108303 111476
603841 511446 497395

9217 2.871 2.152
50,083 32,944 19,145
123.877 86,764 81.540
56,151 15423 20,259
24,140 21,449 17,494
203,468 192,451 146.590)
340373 348995 350805
76,E12 43.820 73.923
204,261 305175 276,842
22.653 22134 21,505
71.524 (9,065 62,162
44,725 4).972 37,728
12817 12,867 11,879
14330 12,2064 12,314
9,820 1.608 12,850

22 1,926 {2.997)

7.513 6,397 6,075
11.735 14.233 12.679
195,148 190466 174,285
176,700 163,683 160,052
24814 23.730 22,557
11.999 13,301 13.3:45
9912 10,050 10,716
28,211 24012 24,307
16,971 12.014 13.688
BHY 889 rate)
58,591 05,829 06,375
328087 313,508 311,929
131,322 182.133 139,238
36,376 31.630 36,024

§ 91946 130483 103,214
7.984 (24.784) (6.079)
(747) 747 —
(2.559) (3.3:49) 2)
14 1,252 (194
4,064 (28.642) (4,739

$ 99,610 101.84) 98481
$ 94946 130483 103214
$ 91946 130501 103244
80,128 B3,490) 84,610
/0,352 83844 84,99

& 118 1.50 1.22
§ I.18 1,56 1,21
§ 14 Lo 106

The accompanying notes are an integral part of the consolidated {inancial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS® EQUITY

FIRSTMERIT CORPORATION AND SUBSIDIARIES

Aceumulated

Other Tutal
Preferred  Common  Capitzl  Comprehensive  Retsined  Tressury  Shareholders’
Stock Stock Surplus Income Enrnings Stek Fquity
Balance at December 31,2003 .. ... ..., ... ... — 127937 110473 {9.475) 943,492 (185.252) 987,175
Netineome . ... ... ... .., - — — — 103.214 — 103.214
Cash dividends — comman stoek ($1.06 per share) . . — - — — (B9.90:4) — {89.904)
Options exercised (237.000 shares) .. ... ... ... — — (681) — - 5004 4.983
Debentures converted (227 shares) . . ... ... ... — — @ — — 6 2
Treasury shares purchased {767,965 shares) . . . . .. — — — — — (20,159} {20,159
Deferred compensation \rust (200 shares). . . ... .. — — 46 — - {46} -
Net unrealized losses on invesiment securities, net of
TXES v v v e e e — — — {4,731} - — (4,731
Minimum pension liability adjustment, net of taxes . . — — — 2) — - 2
Other. .. ... o = — 679 — — — 679
Balance at December 31,2004 . . ... ... ... .. .. —_ 127,937 110,513 (14,208) 950,802 {199.787) 081,257
Netincome . .. ...................... —_ — — — 130,483 — 130,483
Cash dividends — common stock (81.10 per share) . . — — — — (92.798) — (92,798)
Options exercised (508,401 shares) .. .. ... . ... — — {4.929) — — 13,735 8,806
Debentures converted (4.090 shares) ., . ... .. .. — — (73) — — 100 36
Treasury shares purchased (2,368,516 shares) . . . . . — — — — — {63.236) (63.236)
Deferred compensation trust {37,012 shares). . . . . . — — 1,025 — - {1.025) —
Nel unrealized losses on investment securities, nel of
TAXOS . . — — — (26.040) - — {26,040)
Unrealized hedging gain, net of taxes . . . . .. .. .. — — — 747 - — 47
Minimum pension liability adjusiment. net of taxes . . - — — (3.349) — — (3.349)
Other. .o Lo = - 1.674 — — — 1,674
Balance ut December 31,2005 . ... .. ... .., ... — 127937 108210 {42,850) 904487  (250.201) 937,580
Netincome ... ...................... — — — — 91,946 — 91,946
Cash dividends — common siock ($1.14 per share) . . e — — — (91,354) — (91.354)
Options exercised (397437 shares) ., .. .. ... .. — — 8.144) — - 9.962 1818
Debentures converted (3977 shares) . ... ... ... — — 61} — — 96 35
‘Treasury shares purchased (2,635,703 shares) . . . . . — — 2 — - {65.83% {65.837)
Deferred compensation trust (35,455 shares). . ., ., — — 1,328 — — (1.328) —
Share-hased compensation ... ........... .. — — 5.431 — — — 5431
Net unrealized gains on investment securilies, nel of
BIXES - o iy i e e — — — 7970 - - .970
Unrealized hedging gain, net of taxes . . ... .., ., - — — (747) — — (147)
Minimum pension liability adjustment, net of taxes . , — — — 2,559 — -— 2,559
Initiat adoption of SFAS IS8 . .. . .. .. ... .. .. — — — {46,440} {46,440)
L] = — 150 — — — 150
Balance at December 312006 . ..., ... . ... ... — 127.937 106,916 (79.508) 908070 (307.313) 846,111
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CONSOLIDATED STATEMENTS OF CASH FLOWS
FIRSTMERIT CORPORATION AND SUBSIDIARIES

Operating Activilies

NELINOOMIE . |, L e e et e e e e e e e e e e e e e e

Adjustments to reconcile net income to net cash provided by opemting activities:
Provision for loan losses . . . . ... L L oL
Provision for depreciation and amortization . . . ... . .. ... L L
Anortization of invesiment securilles Preminms. NEL . . . . o Lo ot v v
Accretion of income for lease financing . . . .. . oL L e
{Gains) losses on sales of investment securilies, ML . L oo i e e
Deferred federal income taxes . ... . L e s
(Increase) decrease in inlerest receivable .o oL oL oL
Increase {(decrease} inimterest payable . ..o oL L oL o
Ornginations of loans held forsale. . .. oo o 0 o
P’rocesds from sales of loans, primarily morgage loans sold in the secondary mortgage markets. . . . .
{Gains) losses ensales of loans, net. . .. L . L e
(Increase) decreuse in other real estale and other property . ... ... .. oo oo L.
{Increase) decrease inather prepard assets .. ... Lo o o L
bnerease (decrease) inaccounts payable o ..o oL o L
Increase in hank owned life insuranee . . .. .. L L L
Amortization of imangible assets. . . ... L L L e

Chher changes ..o e e e e e e e i
NET CASH PROVIDED BY OPERATING ACTIVITIES . . .. ... . ... . ... ... ... .....

Investing Activities Dispositions of invesiment securities:
Availuble-for-sale —sales . .o L. L e e e i
Available-for-sale — maturities . . . .. L L e
Purchases of investment securities available-for-sale, . ... ... ... ... .. ... . .., ...
Net {increase) decrease in loans and leases, exceptsales. .. ... .. Lo o oo
Net inceease in capitalized software - oo Lo
Purchases of premises and equipment . . ... _ Lo oL L L L o

Sules of premises and equipment . . .. .. . e e e s
NET CASH PROVIDED (USED) BY INVESTING ACTIVITIES .. . .. ... .. ... .......

Finaneing Activities Net increase (decrease) in demand accounts . . ... ... ... Lo,
Net decrease in savings and money market accounts . ..o L e e
Net increase (decrease} in certificates and other tme deposits . . ... ... .. ... . L.
Net increase (decrease} in securities sold under agreements to repurchase . . ... ..o L
Net inerease (decrease} in wholesale borrowings . . . .. oo o oo Lo
Cash dividends — eommon. . .. .. oL e
Purchase of treasury shares . .. .. ... e

IProcecds from exercise of stock oplions, conversion of debentures or conversion of preferred stock . . ..
NET CASH USED BY FINANCING ACTIVITIES . .. .. ... ... . .. . i

lncrease (decrease) in cash and cash equivalents. .. .. ... oL oo L o L

Cash and cash equivalents at beginning of year. . ... o0
Cash and cash equivalents atend of year. . .. .00 oo oo
SUPPLEMENTAL DISCLOSURE OF CASH FLOWS INFORMATION:

Cash paid during the year for:

[nterest, net of amounts capitalized . . .. .. .. L L e

Federal moome BInes . . .. .ottt e e e e e e e

Years ended December 31,

2006 2005 2004
{In thousands)
$ 94946 130483 103214
76.112 43,820 73,923
14,700 18444 18,487
2.288 4,423 7.037
{(3.770) (4,373) (6.836)
(22) {1.926) 2997
(1.082) 3659  (27.962)
(B.310) (6.662) 398
12,202 5,722 (3,596)
(208.226) (396.129) (412.378)
295946 403617 420822
222 (Lo61) 482
880 (5.320) 2,162
360 (1.167) 1.632
(21,327} 10,367 15,504
(10,321} (12.265)  (12.249)
889 889 889
14,503 {4,296) Ieves)
163,990 183625 190049
3.010 105455 374,934
765,605 494110 600,482
613,604} (327.100)  (792,474)
(334,063} (204.242) 57260
(4,293) (3431 (2,556)
(19,711} (14.293)  {1684)
2477 1,395 208
(198.57%  (38.100) 221,716
(99.311) 41,841 192,050
(36,491)  (80.33%)  (76,755)
401.073 {03.305)  (252.632)
(164,216) 49,506  (189,333)
63,123 99,805 (10.014)
W1,354)  (92,798)  (89,904)
(65.837)  (63.230) (20.159)
1,853 8.842 4,985
8,810 (49,618)  (441.762}
25749 56901  (29997)
225953 169,052 199,044
$200204 225953 169,052
§151.842 113,162 5379
$ 4679 43.035 37.332

The accompanying notes are an integral part of the consolidated financial statements.
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FIRSFTMERIT CORPORATION AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As of and for the years ended December 31, 2006, 2005 and 2004

(Dollars in thousands)

FirstMerit Corporalion and subsidiaries is a diversified financial services company headquartered in Akron,
Ohio with 161 banking offices in 24 Ohio and Weslern Pennsylvania counties. The Corporation provides a complete
range of banking and other financial services to consumers and businesses through its core operations,

1. Summary of Significant Aceounting Pelicies

The accounting and reporting policies of FirstMerit Corporation and its subsidiaries (the “Corporation”) conform
to accounting principles generally accepted in the United States of America and to general practices within lhe
banking industry. The following is a description of the more significant accounting policies.

(a) Principles of Consolidation

The consolidated financial statements of the Corporation inciude the accounts of FirstMerit Corporation (the
“Parent Company”) and ils subsidiaries: FirstMerit Bank, N.A., Citizens Savings Corporation of Stark County,
FirstMerit Capital Trust I, FirstMerit Community Development Corporation, FMT, Inc., SF Development Corp and
Realty Facility Holdings XV, L.L.C. All significant intercompany balances and transactions have been eliminated in
consolidation,

(b) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the amounts reported in
the financial statements and related notes. Actual resulis could differ from those estimates.

{c) Investmeni Securities

Debt and equity securities can be classified as held-to-maturily, available-for-sale or trading. Securities
classified as held-to-maturity are measured at amortized or historical cost, and securities-available-for-sale and
trading are measured at fair value. Adjustment to fair value of the securities classified as available-for-saie, in the form
of unrealized holding gains and losses, is excluded from eamings and reported net of tax as a separate component of
comprehensive income, Adjustment to fair value of securities classified as trading is included in earnings. Gains or
losses on the sales of investment securities are recognized upon sale and are determined by the specific identification
method. Debt securities are adjusted for amortization of premiums and accretion of discounts using the interest
method.

The Corporation’s investment porifolio is designated as available-for-sale. Classification as available-for-sale
allows the Corporation to sell securities to fund liquidity and manage the Corporation’s interesl rate risk.
() Cash and Cash Equivalents
Cash and cash equivalents consist of cash on hand, balances on deposit with correspondent banks and checks in
the process of collection,
{e) Premises and Equipmemnt

Premises and equipment are staled at cost less accumulated depreciation and amortization. Depreciation is
computed on the straight-line and declining-balance methods over the estimated useful lives of the assets. Amor-
tization of leasehold improvements is computed on the straight-line method based on related lease terms or the
estimated useful lives of 1the assets, whichever is shorter.
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(I) Loans and loan Income

Loans are stated at their principal amount outstanding and interest income is recognized on an accrual basis.
Accrued interest is presented separately in the balance sheets, except for acerued interest on credil card loans, which
is included in the outstanding loan balance. Interest income on loans is accrued on the principal outstanding primarily
using the “simple-interest” method. Loan origination fees and certain direct costs incurred to extend credit are
deferred and amortized over the term of the loan and loan commilment period as a yield adjustment. Interest is not
accrued on loans for which circumstances indicate collection is uncertain. Loan commitment fees are generally
deferred and amortized into other (noninterest) income on an effective interest basis over the commitment period.
Unearned premiums and discounts on consumer loans are recognized using the effective interest method.

{£) Loans Held for Sale

Loans classified as held for sule are generally originated with that purpose in mind. As a result, these loans are
carried at the lower of aggregate cost or market value less costs to dispose by loan type. Loan origination fees and
certain direct costs incurred to extend credit are deferred and ineluded in the carrying value of the loan. Upon their
sale. differences between carrying value and sales proceeds realized are recorded to loan sales and servicing income.

(h) Equipment Lease Financing

The Corporation leases equipment to customers on both a direct and leveraged lease basis. The net investment in
financing leases includes the aggregate amount of lease payments to be received and the estimated residual values of
the equipment, less unearned income and non-recourse debt pertaining to leveraged leases. Income fram lease
financing is recognized over the lives of the leases on an approximate level rate of return on the unrecovered
investment. Residual values of leased assets are reviewed at least annually for impairment. Declines in residual valucs
judged 10 be other-than-temporary are recognized in the period such determinations are made.

(i) Provision for Loan Losses

The provision for loan losses charged to operating expenses is determined based on Management’s evaluation of
the loan portfolio and the adequacy of the allowance for loan losses under current economic conditions and such other
factors, which, in Management's judgment, require current recognition. See discussion of allowance for loan losses in
Section (k) below.

(j) Nonperforming Loans

With the exception of certain commercial, credit card and mortgage loans, loans and leases on which payments
are past due for 90 days are placed on nonaccrual status, unless those loans are in the process of collection and, in
Management’s opinion, are fully secured. Credit card loans on which payments are past due for 120 days are placed on
nonaccrual stalus unless those loans are in the process of collection and in Management’s opinion are {ully secured.
Interesl on mortgage loans is accrued until Management deems it uncollectible based upon the specific identification
method. Loans are generally written off when deemed uncollectible or when they reach a predetermined number of
days past due depending upon loan product, terms, and other factors. When a loan is placed on nonacerual status,
interest deemed uncollectible which had been accrued in prior years is charged against the allowance for loan losses
and interest deemed uncollectible acerued in the current yvear is reversed against interest income. A loan is returned to
acerual status when principal and interest are no longer past due and collectibility is probable. Restructured loans are
those on which concessions in terms have been made as a result of deterioration in a borrower’s financial condition.
Under the Corporation’s credil policies and practices, individually impaired loans include all nonaccrual and
restructured commercial, agricullural, construction, and commercial real estate loans, but exclude certain consumer
loans, mortgage loans, and leases classified as non acerual which are aggregated in accordance with SFAS 5. loan
impairment for all loans is measured based on the present value of expected future cash flows discounted at the loan’s
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effective inlerest rate or, as a practical alternative, at the observable market price of the loan, or the fair value of the
collateral if the loan is collateral dependent.

{k) Allowance for Loan Losses

The allowance for loan losses is Management’s estimate of the amount of probable credit losses in the portfolio.
The Corporation determines the allowance for loan losses based on an on-going evaluation. This evaluation is
inherently subjective, and is based upon significant judgments and estimates, including the amounts and timing of
cash flows expected to be received on impaired loans that may be susceptible to significant change. Increases to the
allowance for loan losses are made by charges to the provision for loan losses. Loans deemed uncollectible are charged
against the allowance for loan losses. Recoveries of previously charged-off amounts are credited to the allowance for
loan losses.

The Corporation’s allowance for loan losses is the accumulation of various components calculated based on
independent methodologies. All components of the allowance for loan losses represent estimation performed
according to either Statement of Financial Accounting Standards No. 5 or No. 114. Management’s estimate of each
component of the allowance for loan losses is based on certain observable data Management believes is the most
reflective of the underlying loan losses being estimated. Changes in the amount of each component of the allowance for
loan losses are directionally consistent with changes in the observable data and corresponding analyses. Refer to
Note 4 10 the consolidated financial statements for further discussion and description of the individual components of
the allowance for loan losses.

A key element of the methodology for determining the allowance for loan losses is the Corporation’s credit-risk
grading of individual commercial loans. Loans are assigned credit-risk grades based on an internal assessment of
conditions that affect a borrower’s ability to meet its contractual obligation under the loan agreement. The assessment
process includes reviewing a borrower’s current financial information, historical payment experience, credit doc-
umentation, public information, and other information specific to each individual borrower. Certain commercial loans
are reviewed on an annual, quarterly or rotational basis or as Management become aware of information affecting a
borrowers ability to fulfill its obligation.

(I} Morgage Servicing Fees

The Corporation generally records loan administration fees for servicing loans for investors on the accrual basis of
accounting. Servicing fees and late fees related to delinquent loan payments are also recorded on the accrual basis of
accounting.

(m) Morigage Servieing Rights

The Corporation applies the provisions SFAS No. 140 (“SFAS 140”), Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities, to account for morigage servicing rights. Under SFAS 140, when
the Corporation sells originated or purchased loans and retains the related servicing rights, it allocates a portion of the
total costs of loans lo the servicing rights, based on relative fair value. Fair value is estimated based on market prices,
when available, or the present value of future ne1 servicing income, adjusted for such factors as net servicing income,
discount rate and prepayments. Capitalized morigage servicing rights are amortized over the period of, and in
proportion to, the estimated net servicing income.

SFAS 140 also requires that the Corporation assess its capitalized servicing rights for impairment hased on their
current fair value on a quarterly basis. In accordance with SFAS 140, the Corporation stratifies its servicing rights
portfolio into tranches based on loan type and interest rate, the predominant risk characteristics of the underlying
loans. If impairment exists, a valuation allowance is established for any excess of amortized costs over the current fair
value, by tranche, by a charge to income. If the Corporation later determines that all or a portion of the impairment no
longer exists for a particular tranche, a reduction of the allowance may be recorded as an increase to income.
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The Corporation reviews mortgage servicing rights for other-than-temporary impairment each guarer and
recognizes a direct write-down when the recoverahility of a recorded allowance for impairment is determined to he
remote. Unlike an allowance {or impairment, a direct write-down permanently reduces the unamortized cost of the
mortgage servicing right and the allowance for impairment.

(n} Federal Income Taxes

The Corporation follows the asset and liability method of accounting for income taxes. Deferred income taxes are
recognized for the 1ax consequences of “temporary differences™ by applying enacted statutory tax rates applicable to
future yvears to differences between the financial statement carrying amounis and the tax bases of exisling assets and
liabilities. The effect of a change in 1ax rates is recognized in income in the period of the enaciment date.

(0) Goodwill and Intangible Assels

Statement of Financial Accounting Standards No. 142 (“SFAS 1427), “Coodwill and Other Inlangible Asscts,”
addresses the accounting for goodwill and other intangible assets. SFAS 142 specifies that intangible assets with an
indefinite useful life and goodwill will no longer be subject to periodic amorntization. The Corporation performs an
impairment analysis of its goodwill annually or more frequently if events or changes in circumstances indicale that il
might be tmpaired. The Corporation performed its annual test for impairment of goodwill based upon December 31,
2006 financial information. Further detail is set forth in Note 19 (Goudwill and Intangible Assets) to Lthe consolidated
financial stalcments,

(p) Trust Department Assets and Income

Property held by the Corporation in a fiduciary or other capacity for trust customers is not included in the
accompanying consolidated financial statements, since such items are not assets of the Corporation. 'ltust departinent
income is reported on the acerual basis of accounting.

{4) Per Share Daia

Basic earnings per share is computed by dividing net income less preferred stock dividends by weighted average
number of common shares outstanding during the period. Diluted earnings per share is computed by dividing net
income plus interest on convertible bonds by the weighted average number of common shares plus common stock
equivalents computed using the Treasury Share method. All earnings per share disclosures appearing in these
financial statements, related notes and management’s discussion and analysis, are computed assuming dilution unless
otherwise indicated. Note 20 (Larnings per Share) to the consolidated financial statements iHustrate the Corporation’s
earnings per share calculations for 20006, 2005 and 2004.

{r) Derivative Instruments and Hedging Activities

Statement of Financial Accounting Standards Ne. 133, “Accounting for Derivative Instruments and Hedging
Activities” (“SFAS 1337), as amended by SFAS 149, establishes accounting and reporting standard for derivative
instruments and requires an enlity to recognize all derivatives as either assets or liabilities in the Consolidated
Balance Sheets and measure those instruments at fair value. Derivatives that do not meet certain criteria {or hedge
accounting must be adjusied {o fair value through income. If the derivative qualifies for hedge accounting, depending
on the nature of the hedge. changes in the {air value of derivatives will either be offset against the change in fair value
of the hedged asset or liability through earnings or recognized in other comprehensive income until the hedged item is
recognized in earnings. Any ineffective portion of a derivative’s change in fair value will he immediately recognized in
earnings.

The Corporation has interest rale swaps that are considered fair value hedges according 1o SFAS 133, The swaps
have been classified as fair value hedges since their purpose is to “swap™ fixed interest rale assets and liabilities o a
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variable interest rate. Certain of these swaps qualified for the “shortent method of accounting”™ as preseribed in
SFAS 133. The shorteut method requires that the hedge and the hedged item meet certain qualifying criteria. i the
swap qualifies for the shortcut method of accounting, then no hedge ineffectiveness can be assumed and the need to
test for on-going effecliveness is eliminaled. For hedges that qualify for the shortcut method of accounting. the fair
value of the swap and the fair value of the hedged item are recorded on the balance sheetl. Certain hedges do not meet
all the criteria necessary 1o be accounted for under the shortcut method and, therefore, are accounted for using the
“long-haul method of accounting.” The long-haul method requires periodic testing of hedge effectiveness with the
portion of the hedge deemed to be ineffective reported in other operating expense.

In the third quarter of 2004, the Corporation began entering into forward swap agreements which, in effect, fixed
the borrowing costs of centain variable rate liabilitics in the future. These transuctions do not qualify for the short-cut
method of accounting under SFAS 133 as previously discussed. The Corporation classifics these transaciions us cash
flow hedges. with any hedge ineffectiveness being reported in current eamings. The Corporation has not entered into
any new forward swap agreements and the one remaining swap matured in August of 2006.

Addinionally, as a normal course of husiness, the Corporation sells originated morigage loans into the secondary
moitguge loan markets. The Corporation maintains a risk management program to protect and manage interest-rate
risk and pricing associated with its morigage commitment pipeline. The Corporation’s mortgage commitment pipeline
includes interest-rate lock commitments (“IRLCs™) that have been extended o borrowers who have applied lor loan
funding and met certain defined credit and underwriting standards. During the term of the IRLCs, the Corporation is
exposed 10 interest-rate risk, in that the value of the IRLCs may change significantly befure the loans close. To mitigate
this interest-rate visk, the Corporation enters into derivatives hy selling loans forward to inveslors using lorward
commitments. In Accordance with SFAS 133, the Corporation classifies and accounts for 1RLCs and forward
commitments as nondesignated derivatives. Accordingly, IRLCs and forward commitiments are recorded at fair value
with the changes in fair value recorded to currenl earnings in loan sales and servicing income.

Once a loan is closed, it is placed in the morigage loan warehouse and classified as held for sale until ultimately
sold in the secondary market. The forward commitment remains in place. During 2003, the Corporation implemented a
SFAS 133 fair vatue hedging program of its mortgage loans held for sale lo gain prolection for the changes in fair value
of the mortgage loans held for sale and the forward commitments. As such, both the mortgage loans held for sale and
the forward commitments are recorded at fair value with the ineffective changes in value recorded to current earnings
in loan sales and serving income.

During 2003 and 2004, the Corporation pertodically entered into derivative contracts by purchasing To Be
Announced Monguge Backed Securities (“TBA Securities”) to help mitigate the interest-rate risk associated with iis
mortgage servicing rights (“MSR”). During 2004, options on Ireasury securilies, options on morigage-hacked
securities and swaptions were utilized to enhance the effectivencss of the economic hedge associated with the
MSR. Sce Note 6 to the consolidated financial statements for more discussion on morgage serving rights, In
accordance with SFAS 133, the Corporation classifies and accounts for all four of these securities as nondesignated
derivatives. Accordingly, these dedvalives are recorded at [air value with changes in value recorded to current period
carnings in loan sales and servicing income. There were no derivatives associated with MSRs during 2006 and 2005.

(s) Aceounting for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities

Servicing assets are accounted for under (“SFAS 140™), “Accounting for Transfers and Servicing of Liabilities.”
This stalement provides consistenl standards for distinguishing transfers of {inancial assets that are sales from
transfers that are secured borrowings.

{t) Treasury Stock

Treasury stock can be accounted for using cither the par value method or cost method. The Corporation uses the
cost method in which reacquired shares reduce outstanding common stock and eapital surplus.
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(u) Reclassifications

Certain previously reported amounts have been reclassified to conform to the current reporting presentation.

{v) Share-Based Compensation

At December 31, 2006, the Corporation has stock based compensation plans which are described more fully in
Note 13 (Share-Based Compensation) to the consolidated financial statements. The Corporation adopted the FASB's
SFAS No. 123 (revised 2004), “Share-Based Payment,” (SFAS No. 123(R)) en the required effective date, January 1,
2006, using the modified prospective transition method provided for under the standard. SFAS 123(R) required an
enlity 10 recognize as compensation expense the grani-date fair value of stock options and other equity-based
compensation granted to employees within the income statement using a fair-value-based method, eliminating the
intrinsic value method of accounting previcusly permissible under Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued 1o Employees” (APB No. 25) and related interpretations. The Corporation previously
elected to use APB No. 25 and adopted the disclosure requirements of SFAS No. 123, as amended by SFAS No. 148,

“Accounting for Stock-Based Compensation — Transition and Disclosure.”

{w) Pension and Other Postretirement Plans

During September 2006, The FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106 and 132(R).” This standard
requires an employer 1o recognize the overfunded or underfunded status of a defined benefit postretirement plan as an
asset or liability in its statement of financial position and to recognize changes in that funded status in the year in
which the changes occur as a component of comprehensive income. The standard also requires an employer lo measure
the funded status of a plan as of the date of ils year-end statement of financial position.

The requirement to recognize the funded status of a defined henefit postretirement plan is effective as of the end
of the fiscal year ending after December 15, 2006, The Corporation has utilized the required prospective transition
method of adoption. The requirement to measure plan assets and benefit obligations as of the date of the employer's
fiscal year-end statement of financial position is effective for the fiscal years ending after December 15, 2008. Note 12
(Employee Benefits) to the consolidated financial statements more fully illustrates the adoption of this statement.

(x) Recently Issued Accounting Standards

During February 2006, the Financial Accounting Standards Board (“FASB™) issued Statement of Financial
Standards (*SFAS”) No. 156 “Accounting for Servicing of Financial Assets,” which amends SFAS No. 140 “Account-
ing for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities” with respec to the accounting
for separately recognized servicing assets and servicing liabilities. This slalement requires that all separately
recognized servicing assets and servicing liabilities be initially measured at fair value. Should a company not elect to
use the fair value method for subsequent measurement, the company would continue to use the amortization method
previously required by SFAS No. 140, under which the servicing asset or servicing liability is amortized and
periodically evaluated for impairment. SFAS No. 156 permits, but does not require, the subsequent measurement of
separately recognized servicing assets and servicing liabilities at fair value. SFAS No. 156 is effective for the first
fiscal year that begins after September 15, 2006, but permits earlier adoption. Management has not elected to early
adopt and does not anticipate that adoption will have a material impact on the Corporation’s consolidated financial
condition or results of operations,

During September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” This standard establishes
a standard definition for fair value, establishes a framework under generally accepted accounting principles for
measuring fair value and expands disclosure requirements for fair value measurements. This standard is effective for
financial statements issued for fiscal years beginning after November 15, 2007. The Corporation is in the process of
assessing the impact of adopting SFAS No. 157.
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During February 2006, the FASB issued SFAS No. 155 “Accounting for Certain Hybrid Financial Instruments”
which amends SFAS No. 133 “Accounting for Derivative Instruments and Hedging Activities” and SFAS No. 140
“Aceounting for Transfers and Servicing of Financial Assels and Extinguishments of Liahilities.” SFAS No. 155
permits fair value remeasurement for any hybrid financial instrument that centains an embedded derivative that
otherwise would require bifurcation. It also clarifies which interest-only strips and principal-only strips are not subject
to the requirements of SFAS No. 133 and establishes a requirement to evaluate interests in securitized financial assels
to identily interests that contain an embedded derivative requiring bifurcation. This statement is effective for all
financial instruments acquired or issued after the beginning of the entity’s first fiscal year that begins after
September 15, 2006. Management is currently evaluating the impact of SFAS No. 155 and does not anticipate that
it will have a material impact on the Corporation’s consolidated financial condition or results of operations.

On July 13, 2006, the FASB issued FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes
("FIN 487). This interpretation clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial slatements in accordance with SFAS No. 109 “Accounting for Income Taxes.” FIN 48 prescribes a
recognilion threshold and measurement altribute for the financial stalement recognition and measurement of a
tax position laken or expected to be taken in a tax return and provides guidance on derecognition, classification,
interest and penalties, accounting in interim periods. disclosure, and transition. This interpretation is effective for
fiscal years beginning after December 15, 2006. Management is currently evaluating the impact of FIN 48 and does
not anticipate that it will have a material impact on the Corporation’s consolidated financial condition or results of
operations.

During September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulle-
tin No. 108 (“SAB 1087}, “Considering the Effects of Prior Year Misslatements when Quantifying Misstatements in
Current Year Financial Statements.” SAB 108 provides guidance on the consideration of the effects of prior year
unadjusted errors in quantiflying current year misstatements for the purpose of materiality assessments. It is effective
forthe fiscal year ending May 31, 2007, The adoption of SAB 108 did not have a material impact on the Corporation’s
consolidated financial condition or results of operations.

In February 2007, The FASB issued SFAS No. 159, “T'he Fair Value Option for Financial Assets and Financial
Liabilities,” ("SFAS 159”) which permils companies 1o elect to measure certain eligible items at fair value.
Subsequent unrealized gains and losses on those items will be reported in earnings. Upfront costs and fees related
to those ilems will be reporled in eamings as incurred and not deferred.

SFAS 159 is effective for fiscal years beginning after November 15, 2007. 1f a company elocts 1o apply the
provision of the Statement to eligible items existing at that date, the effect of the remeasurement to fair value will he
reported as a cumulative effect adjustment to the opening balance of retained earnings. Retrospective application will
not be: permitted. The Corporation is currently assessing whether it will elect to use the fair value option for any of its
eligible items,
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2. Investment Securities

The components of inveslment securities are as {ollows:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost {ains Losses Value
As of December 31, 2006
Available for sale:
U5, Covernment agency . .. ... ... . . $ 846,517 72 (14,670) 831,119
Obligations of state and political subdivisions . ... ... ... 195.054 1,872 (128) 196,798
Morigage-backed securities. . .. ... . oo o o 1,164,205 625 (36.,778)  1.128.052
Other securities . . .. ... . oo i s 249,261 3,282 (1.424) 251.119
$2.455,037 5,851 (53,000) 2,407,888
As of December 31, 2005
Available for sale:
U.S. Treasury securities U.S. Government agency . ....... 3 926,459 1 (22.,050) 904.404
Obligations of state and political subdivisions .. ... ... .. 92,378 1,512 (53) 93,837
Mortgage-backed securities. .. .. ... .. oL 1,338,694 819 (39,904) 1,299,519
Other securities . .. .. . .ot i 248.376 2.071 (1.741) 248,706
$2.605,907 4,403 (63.814)  2.546.496

At December 31, 2006 and 2005, Federal Reserve Band (*FRB™) and Federal Home Loan Bank (“FH1.B™) stock
amounted to $8.7 million, $114.5 million and $8.6 million, $108.1 million, respectively, and included in other
securities in the preceding table.

Federal Reserve Bunk (FRB) and Federal Home Loan Bank (FHLB) Stock is classified as a restricted investment,
carried at cost and its value is determined by the ultimate recoverability of par value.

The amortized cost and market value of investment securities including mortgage-hacked securities at Decem-
ber 31, 2006, by contractual maturity, are shown below. Expected maturities will differ from contractual maturities
based on the issuers’ rights to call or prepay obligations with or without call or prepayment penalties.

Amortized Fair

Cont Vaulue
Ducinone year orless . ... oo i ot e e e e % 376,918 373,502
Due after one year through five vears. . ... ... oo o o o oL 1.580,074 1,534,847
Due after five years through tenyears .. ... ... ... .. .. . . .o i 274,173 271978
Due after ten years - .. ... e e e e 223,872 227,561

$2,455,037  2.407.888

The estimated weighted average life of the portfolio for both year-ends 2006 and 2005 was 4.0 years. Securilies
with remaining maturities over five years consist of morigage and asset backed securities.

Proceeds [ron: sales of securities during the years 2006, 2005 and 2004 were §5.0 million, $105.5 million, and
$374.9 million, respectively. Gross gains of $22 thousand, $4.0 million and $3.8 million and gross losses of $0.
$2.1 million and $6.8 million were realized on these sales, respectively.

During the year ended December 31, 2004, the Corporation recorded a non-cash charge of 3.8 million related 10
Federal Home Loan Morigage Corporation (“FHLMC”) and Federal National Morigage Association (“FNMA”)
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perpetual preferred stock with a face value of $25.0 million. In light of recent events at FHLMC and FNMA, and the
difficulty in accurately projecting the future recovery period of the securities, the Corporation concluded that this
unrealized loss was an other-than-temporary impairment in accordance with SFAS No. 115. The 2004 charges
eslablished a new cost basis for these investment securities which are held as part of the available-for-sale portfolio.

The carrying value of investment securities pledged to secure trust and public deposits, other obligations and for
purposes required or permitted by law amounted 1o $1.8 billion and $1.9 billion at December 31, 2006 and 2005,
respectively.

At December 31, 2006, 2005 and 2004 the net amortization of premiums and accretion of discounts amounted 1o
$2.3 million, $4.4 million and $7.0 million, respectively.

The fair value of the investment portfolio is generally impacted by two factors, market risk and credit risk. Market
risk is the exposure of the portfolio to changes in interest rate. There is an inverse relationship to changes in the fair
value of the investment portfolio with changes in interest rates, meaning that when rates increase the value of the
portfolio will decrease. Conversely, when rates decline the value of the portfolio will increase. Credit risk arises from
the extension of eredit to a counter party, in this case a purchase of corporate debt in security form, and the possibility
that the counterparty may not meet its contractual obligations. The Corporation’s investment policy is to invest in
securities with low credit risk, such as U.S. Treasury Securities, U.S. Government agency obligations, state and
political obligations and morigage-backed securities.

The table below shows that the unrealized loss on $1.9 billion of securities is $53.0 million. Of this total, 109
investment securities representing $1.8 billion of market value possess a current fair value that is $52.8 million helow
its carrying value. These 109 investment securities have fair values lower than their carrying values for a period of time
equal to or exceeding 12 months. Management believes that due to the credit worthiness of the issuers and the fact that
the Corporation has the intent and ability 1o hold the securities for the period necessary to recover the cost of the
securities, the decline in the fair values are temporary in nature.

AL December 31, 2000

Less than 12 months 12 months or longer Total
No.
Unreulized Unrealized Securities Unrealized
Deacription of Securitien Fair Value Losses Fair Value Losses Impaired Fuir Value Losses
U.8. Government agency
obligations . . . . ....... .. £ 69,934 (66} 711,861 (14,603) 38 781,795 {14,669)
Obligations of states and
political subdivisions. . . . .. 30.926 {(96) 1,722 (32) 3 32.648 {128)
Mortgage-backed securities . . . 43,585 (12) 1,015,354 (36,767} 62 1,058,940 {36,779)
Other securities . .. ........ 9,790 &) 50918 (1,415} _6 69,707 (1,424)

Total temporarily impaired

securities. . . ....... ..., $154,235 183) 1,788,855 (52,817 109 1,943,090 (53,000}
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Al December 31, 2005

Less than 12 months 12 mouths or kimger Totd
No,
Unrealized Unrealized Serurities [nrealized

Deseriplion of Securities Fair Value Losses Fair Value Laosses Iimpaired Fair Yalue Lisses
U8, Governmenl agency

obligations. ... ... ... $289.001 (5.361) 615319 (16,695} 33 904320 {22.056)
Obligations of states and political

suldlivisions. . . ... ... ... 3.795 an 1.988 (42) 3 5.783 (53)
Mongage-backed securities ... ... 420,506 (7.630) 834,827  (32.334) 41 1255333 (39.964)
Other securities . ... ... 79.095 (1.232) 14.403 {509) 3 093,498 (1.741)
Total temporanly impaired

SeCUrlies .. 8792.397 (14.234) 1.406.537 (49,580) 80 2.258.934 (63.814)

3. Loans

Loans outstanding by categories are as follows:

As of Decomber 31,

2006 2005 24004
Commercial loans . . . . . . e e s $3.094,121 3519483 3200819
Mortgage loans .. ... .. . 608,008 628.581 639715
Installment loans . ... . e e 1.619.,747  1,524.355  1.592.781
Home equity loans .. ... ... .o 731473 778.097 670.230
Credit card 1oans . .. ..o e e e e 147.553 145,502 145,042
T L T 77971 70,619 88,496

56878873 6,667.327  6.433,083

Within the commercial loan category, commercial real estate construction loans totaled $695.6 million,
$584.2 million ancdd 4941 million at December 31, 2006, 2005 and 2004, respectively. The allowanee lor loan
losses associated with these loans was approximately $8.8 million, $5.7 million and $3.9 million at December 31,
2006, 2005 and 2004, respectively, There are no other significant concentrations within commercial loans.

Additional information regarding the allowance for loan losses and impaired loans can be found in Notes 1 and 4
to the Consolidated Financial Statements as well as in Management’s Discussion and Analysis of Financial Condition
and Results of Operations.

The Corporation makes loans to officers on the same terms and conditions as made available 10 all employees and
to directors on substantially the same terms and conditions as transactions with other parties. An analysis of loan
activily with related parties for the years ended December 31, 2005, 2004 and 2003 is summarized as follows:

Years ended December 31,

20006 2005 2004
Aggregale amount at beginning of year. .. ... ... ... Lo L o L $16,005 14,176 32,904
Additions (deductions):
New Joams ..o e e e e e e e 19.840 5,714 4,172
Repavments ... .. (20426) (3.413)  (7.940)
Changes in directors and their affiliations. ... ... .. .. oo 00 0. {2.548) (472) (15,020
Aggregate amount al end of year . ... ... Lo Lo o o $12871 16,005 14,176

53




FIRSTMERIT CORPORATION AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

4. Allowance for Loan Losses

The Corporation’s allowance for loan losses is the sum of various components recognized and measured pursuant
to Statement of Financial Accounting Standards No. 5 (“SFAS 57), “Accounting for Contingencies,” for pools of loans
and No. 114 (“SFAS 1147), “Aceounting by Creditors for Impairment of a Loan,” for individually impaired loans.

The SFAS 5 components include the following: a component based on historical loss experience by credit-risk
grade (for commercial loan pools) and payment status (for mortgage and consumer loan pools). The Corporation’s
historical loss component is the most significant of the allowance for loan losses components, and all other allowance
for loan losses componenls are based on loss atiributes that Management believes exist within the total portfolio that
are not captured in the historical loss experience component.

SFAS 5 components are based on similar risk characteristics supported by observable data. The historical loss
experience component of the allowance Jor loan losses represents the results of migration analysis of historical charge-
offs for portfolios ol loans (including groups of commercial loans within each credit-risk grade and groups of consumer
loans by payment status). For measuring loss exposure in a pool of loans, the historical charge-off or migration
experience is utilized to estimate expected losses to be realized from the pool of loans over the remaining life of the

pool,

The SFAS 114 Component of the allowance for loan losses is based on individually impaired loans for the
{ollowing types of loans as determined by the Corporation’s credit-risk grading process.

* All non performing substandard loans of $300 theusand or more.
¢ All doubtful loans of $100 theusand or more.

Once it is determined that it is probable an individual loan is impaired under SFAS 114, the Corporation
measures the amount of impairment for the loan using the expected future cash flows of the loan discounted at the
loan’s effective interest rate or hased upon the fair value of the underlying collateral.

The credit-risk grading process for commercial loans is summarized as follows:

“Pass™ Loans (Grades 1, 2, 3, 4) are not considercd a greater than normal credit risk. Generally, the borrowers
have the apparent ability to satisfy obligations 10 the bank, and the Corporation anticipales insignificant uncollectible
amounts based on its individual loan review,

“Special-Mention™ Loans (Grade 5) are commercial loans that have identified polential weaknesses that deserve
Management's close attention. Il left uncorrected, these potential weaknesses may result in noticeable deterioration of
the repayment prospects for the asset or in the institution’s credit posilion.

“Substandard™ Loans {(Grade 6) are inadequately protected by the current financial condition and paying
capacity of the obligor or by any collateral pledged. Loans so classified have a well-defined weakness or weaknesses
that may jeopardize the liquidation of the debt pursuant to the contractual principal and interest terms. Such loans are
characterized by the distinct possibility that the Corporation may sustain some loss if the deficiencies are not
corrected.

“Doubtful” Loans (Grade 7) have all the weaknesses inherent in those elassilied as substandard, with the added
characteristic that existing facts, conditions, and values make collection or liquidation in full highly improbable. Such
loans are currently managed separately to determine the highest recovery alternatives.
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The following Lable summarizes the investment in impaired loans and the related allowance:

Years ended December 31,

2006 2005 2004

Impaired loans with allowance. . ... ... ... . oo o oo $ 7,945 45769 22,395
Related allowance. . ... ... ... ... .. . . ... . . . . $ 1,488 7.385 4,870
Impaired loans without allowance .. ... ... . ... o il i $53,338 8.407 11,436
Total impaired loans . ... .. ... ... e e e e $61,283 54,176 33,831
Average impaired loans. ... ..o L e $44.065 40,163 43,080
Interest income recognized during the period . .. ... . oL o o Lo oL g 11.3 — 136.0

At December 31, 2006, 2005 and 2004, the investment in nonaccrual loans was $54.4 million, $62.3 million and
$40.5 million, respectively. At December 31, 2006, 2005 and 2004, loans past due 90 or more and accruing interest
was $16.9 million, $17.9 million and $20.7 million.

During the fourth quarter of 2006, Management identified $73.7 million of commercial loans that were written
down to their fair value of 850.6 million and reclassified as loans held for sale. Management also identified $7.2 million
in other real estate that was written down to a fair value of $5.0 million. A loan sale (which includes the other real estate
identified) is scheduled 16 occur during the first quarter of 2007. Additionally, Management strengthened the
allowance for loan losses by providing $14.5 million of additional provision to establish reserves to address identified
risks associaled with the slow down in the housing markets and the decline in residential and commercial real estate
values.

During the first quarter of 2004, Management observed that rising input costs such as plastic resins, steel and
petroleum would impact certain segments of our commercial and industrial loan portfolio. Management also observed
a higher level of nonaccrual loans from within previously identified criticized loan levels while the economy was in an
carly stage of recover. These observalions led us to change some of the assumptions used in the Corporation’s
allowance for loan losses methodology by shortening the hislorical period used for estimating loss migration factors
which had the effect of more heavily weighting recent loss history in the portfolie. The Corporaiion strengthened the
allowance for loan losses by providing an additional $22.7 million above the quarter’s charge-offs.

Transzactions in the allowance for loan losses are summarized as follows:

Years Ended December 31,

Allowance for Loan Losses 2006 2005 2004
Balance at January 1, .. .. o i e e e % 90,661 97,296 91459
Additions {deductions):
Allowance related to loans held forsalefsold . ... ... ... ... . ... ..... (23.089) —  (12,671)
Provision for loan losses. . . ... .. .. e 76,112 43,820 73,923
Loans charged off . ... ... .. .. . (70,728) (69,105) (78,999)
Recoveries on loans previously charged off ... ... ..o o o o o L, 18386 18,650 23,584
Balance at December 31, . . .. e 291,342 90,6601 97,296

The reserve for unfunded lending commitments is presented below:

Years Ended December 31,

 Reserve for Unfunded Lending Commitlements 2006 2005 2004
Balance at January L. ..o oo e 86,072 5,774 6,094
Provision for credit losses . . ... ... e e 222 2938 {(320)
Balance at Decenber 31, . . ... e 86,294 6,072 5,774
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5. Goodwill and Intangible Asscis

Goodwill and intangible assets as of December 31, 2006, 2005 and 2004 are summarized as lollows:

AL Deeciber 31, 2006 At December 31, 2005 At December 31, 2004
Grows Arcamulated Net Gruss Accumulated Net Gross Accumulated Ne
Amount Amortization Amount Amount Amoriization Amount Amount Amortizativn Amvunt

Amortizable intangible assets:
Depasit base intangible axsets. .. § 10,137 §7.270 $ 2867  $ 10137 $6.381 § 3756 8§ 10137 $5,490 § 4017

Uninmaortizable infangille nssets:
Goodwill . L0000 0oL §130.245 2139245 8139245 819215 810245 §139.245

Amortization expense for intangible assets was $0.89 million for both 2006 and 2005. Upon adoption of
SFAS No, 142 “Goodwill and Other Intangible Assets,” on January 1, 2002, the Corporalion ceased amortizing
goodwill which decreased noninterest expense by $8.5 million in 2002 over 2001. The following table shows the
estimated future amontization expense for deposit hase intangible assets balances at December 31, 2006.

For the years ended:

December 31, 2007 . . oLt e e $ 88Y
December 31, 2008 . . . . . e e e e e 573
December 31, 2000 . . . . e e e e e e e 347
December 3L, 2000, . .. o e e e e e e 347
December 31, 2011 and beyond . . . . . Lo L . m

52867

During the fourth quarter of 2006, Managemenl prepared its annual impairment testing as required under
SFAS No. 142 and concluded that goodwill was not impaired. There have been no events subsequent o that date which
would change the conclusions reached.

6. Mortgage Servicing Rights and Mortgage Servicing Aetivity

The Corporation allocates a portion of total costs of the loans originated or purchased that it sells to servicing
rights based on estimated fair value. Fuir value is estimated based on market prices, when available, or the present
value of future net servicing income, adjusted for such factors as discount rates and prepayments. Morigage servicing
rights are amortized in proportion to and over the period of estimated servicing income.

The components of mortgage servicing rights are as follows:

Years Ended December 31,

20006 2005 2004
Balance at beginning of year, net of valuation allowance . ...... ... ... .... $19.971 18,261 18,127
AQIIONS . et e e e e e e e s 2,654 4,662 4,398
Scheduled amortization . . ... .. . . e (3,074)  (3,163) (4,659)
Less: Changes in allowance for impairment .. .. .. ... .. ... ... ..., R 24 211 395
Balance al end of year, net of valuation allowance .. ..................... $19,575 19971 18,201

On a quarterly basis, the Corporation assesses its capitalized servicing rights for impairment based on their
currenl fair value. As permitied, the Corporation disaggregates its servicing rights portfolio based on loan type and
interest rale which are the predominant risk characteristics of the underlying loans. If any impairmeni results after
current market assumptions are applied, the value of the servicing rights is reduced through the use of a valuation
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allowance, the balance of which is none, $24.2 theusand and $236.5 thousand at December 31, 2006, 2005 and 2004,

respectively,

The aggregate gain on sales of monigage loans was $3.4 million, $3.4 million and $0.12 million for the years-
ended 2006, 2005 and 2004, respectively.

At year-ends 2006, 2005 and 2004, the Corporation serviced morigage loans for outside investors of approx-
imately $2.0 billion, $2.1 biilion and $2.0 billion, respectively. The following table provides servicing information for
the year-ends indicated:

Years Ended December 31,

2006 2005 2004

Balance, January 1,. ... .. e $2,058,521 2,034,453 2,060,634
Additions;

Loans originated and sold to investors .. ... ... .. ... ... . .... 296,681 349,210 412,539
Reductions:

Loans sold servicing released . . . .. ... . Lo Lo L. (70,790)  (157,069) (26,940)

Regular amortization, prepayments and foreclosures ... .......... (254,252)  (168,073)  (411,780)
Balance, December 31, . ... ... .. . e $2,030,159 2,058,521 2,034,453

At December 31, 2006, key economic assumptions and the sensitivity of current fair value of the morigage
servicing rights related lo immediate 10% and 25% adverse changes in those assumptions are presented in the
following 1able below. These sensitivities are hypothetical and should be used with caution. Changes in the fair value
based on 109 variation in assumptions generally cannot be exirapolaled because the relationship of the change in the
assumption to the change in fair value may not be linear. Also, in the below table, the effect of a variation in a particular
assumption on the fair value of the mortgage servicing rights is calculated independently without changing any ether
assumption. In reality, changes in one factor may result in changes in another {for example. changes in prepayment
speed estimates could result in changes in the discount rales), which might magnify or counteract the sensitivities.

Fair value of morigage servicing rights . . . .. .. ... . . . e §23,003
Expected weight-average life (in months) . . ... ... ... .. L 80.6
P’repayment speed assumption (annual CPR} . . .. ... ... .. ... .. 13.9%
Decrease in fair value from 10% adverse change . . .. .. ... ... .. .. .. ... .. ... ... g 1,11
Decrease in fair value from 25% adverse change . .. ... ... ... .. .. L L 2,610
Discount rate assumption. . .. ..ot 9.6%
Decrease in fair value from 100 basis point adversechange . . .. ....... ... .. ... ... ...... § 760
Decrease in fair value from 200 basis point adverse change . ... ... ... ... ... ... .. ... 1,467

The following table shows the estimated future amortization for mortgage servicing rights at December 31, 2006:

Years Ended December 31,

200 e e e e e $ 4,390
L 3427
2000 . e e e e e 2,683
2000 e e e e e 2078
1 1.608
more than 5 years . . . .. L e e 5,389

$19.,575
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7. Restrictions on Cash and Dividends

The average balance on deposit with the Federal Reserve Bank or other governing hodies to satisfy reserve
requirements amounted to $6.5 million and $10.0 million during 2006 and 2005, respectively. The level of this
halance is based upon amounts and types of customers’ deposits held by the banking subsidiary of the Corporation. In
addition, deposits are maintained with other banks at levels determined by Management based upon the volumes of
activity and prevailing interest rates to compensate for check-clearing, safekeeping, collection and other bhank
services performed by these banks. At December 31, 2006 and 2005, cash and due from banks included $3.6 million
deposited with the Federal Reserve Bank and other banks for these reasons.

Dividends paid by the subsidiaries are the principal source of funds to enable the payment of dividends by the
Corporation to its shareholders. These payments by the subsidiaries in 2006 were restricled, by the regulatory
agencies, principally to the total of 2006 net income plus undistributed net income of the previous two calendar years.
Regulatory approval must be obtained for the payment of dividends of any greater amount. '

8. Premises and Equipment

The components of premises and equipment are as follows:

At December 31,

Estimated

2006 2005 useful lives

Land .. $ 22,581 21,569 —
Buildings . . .. ... o 137,123 131,293 10-35 yrs
Equipment . ... e e 115,041 109,761 3-15 yrs
leasehold improvements . . ... ... ... .. L e 19,015 17,631 1-20 yrs

293,760 280,254

Less accumulated depreciation and amortization. .. ............. . ..., 170,806 159,834

8122954 120,420

Amounts included in other expenses on the face of the consolidated financial statements for depreciation and
amortization aggregated $14.7 million, $13.7 million and $13.8 million for 1he years ended 2006, 2005 and 2004,
respectively,

9, Certificates and Other Time Deposits

The aggregate amounts of centificates and other time deposits of $100 thousand and over at December 31, 2006
and 2005 were $1,223.7 million and $957.6 million, respectively. Interest expense on these certificates and time
deposits amounted 10 $54.2 million in 2006, $37.8 million in 20035, and $37.2 million in 2004.

10. Securities Sold under Agreements to Repurchase and Wholesale Borrowings

The average balance of securities sold under agreements to repurchase for the years ended 2006, 2005 and 2004
amounted to $1,283,951, $1.409,135 and §1,447,629 respectively. [n 20006, the weighted average annual interest rate
amounted to 4.37%, compared to 3.22% in 2005 and 1.81% in 2004. The maximum amount of these borrowings at any
month end totaled $1,562,871 during 2006, $1,699,337 during 2005 and $1,673,531 during 2004,

The average halance of wholesale borrowings for the vears ended 2006, 2005 and 2004 amounted to $404,723,
$431,787 and $307.867 respectively. In 2006, the weighted average annual interes! rate amounted to 5.96%,
compared 10 4.97% in 2005 and 5.68% in 2004. The maximum amount of these borrowings at any month end totaled
$800,643 during 2006, $651.690 during 2005 and $320,744 in 2004.
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Al December 31, 2006 and 2005, securities sold under agreements to repurchase totaled $1,261,821 and
$1,426,037. At December 31, 2006, the maturilies ranged from one day to two years and three months. They are
collateralized by securities of the U.S. Government or its agencies.

The wholesale horrowings components and their respective terms are as follows:

During 2000, the Corporation issued $150,000 of subordinated bank notes under a debt agreement. The notes
bear interest at 8.625% and mature on April 1, 2010. Under the debt agreement, the aggregate principal outstanding at
any one time may nol exceed $1,000,000. The noles were offered only to institutional investors. At December 31, 2006
and 2005, the Corporation had $150,000 outstanding.

At of December 31, 2006 and 2005, the Corporation had $41,252 and 127,203, respectively, of Federal Home
Loan Bank (“FHLB") advances outstanding. The balances of the FLHB advances outstanding at year-end 2006
included: $36,486 with maturities [rom zero to five years and $4,766 with maturities of over five vears. The FHLB
advances have inlerest rates that range from 2.00% to 7.15% during 2006 and 2005.

During 2005, the Corporation entered into a new horrowing arrangement, Term Investment Option (T10), with the
United States Treasury. The funds are obtained by institutions for a fixed term ranging from three 1o forty-five days at a
rate determined through a competitive bidding process. Borrowings are collateralized with commercial loans held in
an account with the Federal Reserve. At December 31, 2006 and 2005, the Corporation had $250,000 and $100,000,
respectively of TIOs outstanding. At December 31, 2006, the T1Os had interest rates of 5.18% and 5.20% and
maturities of three days. At December 31, 2005 the TIO had an interest rate of 4.11% and a maturity of three days.

At year-end 2006, the Corporation had a 35,000 line of credit with a financial institution with no outstanding
balance. The line carries a variable inlerest rate that approximates the one, two or three-month LIBOR rate plus 30
basis points.

Al year-end 2005, the Corporation had a $20,000 line of credit with a financial institution with no outslanding
balance. The line carries a variable interest rate that approximates the one-month LIBOR rate plus 25 basis points.

The [ines of credit in existence at December 31, 2006 and 2005 require the Corporation to maintain risk-based
capilal ratios at least equal to those of a well capitalized institution. The Corporation was in compliance with these
requirements at the end of both years.

At year-ends 2006 and 2005, the Corporation had $406 and $441, respectively, of convertible bonds outstanding,
The convertible bonds, consist of 15 year, 6.25% debentures issued in a public offering in 1993. These bonds mature
May 5, 2008 and may be redeemed by the bondholders any time prior to maturity.

During 1998, FirstMerit Capital Trust I, formerly Signal Capital Trust I, issued and sold $50,000 of 8.67% Capital
Secunities to investors in a private placement. In an exchange offer, a Common Securities Trust exchanged the
outstanding Series A Securities for 8.67% Capital Securities, Series B which are owned solely by the Corporation’s
wholly-owned subsidiary, FirstMerit Bank, N.A. Distributions on the Capital Securities are payable semi-annually,
commencing August 15, 1998 at the annual rale of 8.67% of the liquidation amount of $1,000 per security. Generally,
the interest payment schedule of the Debentures is identical to the Capital Securities schedule. The Corporation has
acquired approximately $28,550 of the Series B Capilal Securities in the open market. The aclivity and balances
resulting from these open market acquisitions have been propetly eliminated when they represent intercompany
transactions in the consolidated financial statements and the related notes. The outstanding balance of the Capital

Securities totaled $21,450 at December 31, 2006 and 2005.

At December 31, 2006 and 2005, other borrowings totaled $1,119 and $2,010, respectively. These borrowings
represent the SFAS 133 basis adjustment on the Capilal Securities.

Residential mortgage loans totaling $418 million and $451 million a1 year-ends 2006 and 2005, respectively,
were pledged to secure FHLB advances.
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Federal Home Loan Mortgage Corporation (“FHLMC”) Preferred Stock of approximately $8.6 million was
pledged against the line of credit with no outstanding halance a1 year-end 2005.

Contractual Maturities

The following table illustrates the contractual maturities of the Corporation’s securities sold under agreemenis to

repurchase and wholesale borrowings at December 31, 2006:

{ne Year One to Three to Over
Total or Less Three Years Five Years Five Years
Long-term debt
Banknotes ........ ... .. $ 150,000 — — 150,000 —
FHLB advances . . .................. 41,252 36,104 260 122 4,766
Capital securities . .. ................ 21,450 — — — 21,450
Other ... . 1,119 — — —_ 1,119
Total long-term debt . . ............. 213,821 36,104 260 150,122 27,335
Short-term debt
Securities sold under agreements to
repurchase. . .................... 1,261,821 1,226,821 35,000 — —
Term Investment Option .. . .. ......... 250,000 250,000 — — —_
Convertible subordinated debentures . . . . . 406 406 — _— —
Total short-term debt .............. 1,512,227 1,477,227 35,000 0 —
Total . ... oo $1,726,048 1,513,331 35,260 150,122 27.335

The following 1able provides further detail of the maturities of securities sold under agreements to repurchase at

December 31, 20006:

Overnight. . . ... ... .. i, FE N $1,056,915
Uptothirty days. .. ... oot e —
Thirty day to ninety days. . .. ........... .. .. .. ... e 57.800
Over minety days. . ..ottt o e 147,106
$1,261,821

11. Federal Income Taxes

Federal income tax expense is comprised of the following:
2006 2005 2004

Taxes currently payable .. ... ... .. L L e $43,458 847991 8 63,986
Deferred expense (benefit) . . .. ... ... . {(7,082) 3,659 {27.962)
$36,376  §51.650  § 36,024
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Actual Federal income tax expense differs from the statutory tax rate as shown in the following table:

Years ended
December 31,

2006 2005 2004
SHAIUIOTY TALE « o v e ittt e e e e e e 35.0% 35.0% 35.0%

Incrense (decrease) in rate due to:

Interest on lax-exempt securities and tax-free loans, net . ......... ... ... ..... (1.2) (0.8 (.1
Reduction of excess tax reserves ... ... ... ... ... L i — 2.3y (3.3
Bank owned life insurance. . ... ... L Lo (4.4 (24 (3.1
Low income housing tax eredit. ... .. ... . e (.Y (08 (1.0)
Dividends received deduction .. . ..o L e 02y (©1n 0y
ESOP Dividends . . .. ..o e e 0.7 (05 (09
Non-deductible meals and emertainment . ... ... ..o o i o 0.2 0.2 0.3
OLher .« . e e e e 01 01 01
Effective tax rales. . ... oottt e e 27.9% 284% 25.9%

Income 1ax expense as reflected in the previous table excludes net worth-hased taxes, which are assessed in lieu
of income tax in Ohio and Pennsylvania. These taxes are $(2.5) million, $3.7 million and $4.5 million in
20006, 2005 and 2004, respectively, and are recorded in other operating expense in the consolidated
statements of income and comprehensive income. Taxes, other than federal income tax (included in other
expenses) benefited from the reversal of $9.5 million in tax expense associated with the favorable resolution of
non-income tax examinations covering the years 2003 — 2005. This and other adjustments had the effect of
reducing 2006 other tax expense by $6.2 million

Principal components of the Corporation’s net deferred tax asset are summarized as follows:

Years Ended
December 31,

20006 2005
Deferred 1ax assets:
Allowance for credit fosses. . ... ... . . $ 43,026 833,857
Accrued SLALE TAXES . . . oottt e e e e e e — 4,623
Employee benefits . . ... ... 30,342 503
REMIC . o e i e e e e e e 8,793 8.908
Available for sale securities . ... .. ... . i e e e 18,535 22424
Other L. e e e e e e e — 093

100,696 71.008

Deferred tax liabilities:

Leased assets and depreciation. . ... ... .. o o i e (11,133)  (12,080)
FHLB S10CK « + « + oo v e et e e e e e e e e e e e (24,554)  (21.703)
Loan fees and expenses . .. ... ... ... (7.025) (7413)
GOOAWIll -+ o e e e e (3.856)  (3,035)
Other . .o e e e s (531) —

47.099)  (44.231)

Total net deferred 1ax aSSel . . .. oo e e e $ 33,597 826,777
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The period change in deferred taxes is recorded both directly to capital and as a part of the income tax expense
and can be summarized as follows:

Years ended
December 31,

2006 2005
Deferred tax changes reflected in other comprehensive income . ... ... ... .......... $(19,739) $(15,421)
Deferred tax changes reflected in Federal income tax expense . ................... {7,081) 3,659
Net change indeferred taxes. . ... ... . ittt $(26,820) $(11,762)

In consideration of the positive evidence available from projected taxable income in future years and net
operating loss carryback availability from prior years, the Corporation believes that it is more likely than not that the
deferred tax asset will be realized and accordingly no valuation allowance has been recorded.

During the third quarter of 2005, $7.5 million of tax reserves were released. These reserves related to tax issues
carried over from a prior acquisition and included in the 2001 tax return which are no longer subject to review by
taxing authorities. Additionaily, $3.2 million of reserves were established in anticipation of potential at risk items.

During 2004, the Internal Revenue Service completed their examination of the Corporation’s tax returns for the
vears ended 1999 and 2000. The Corporation resolved anticipaled issues at less than previous expectations and was
able to record a $4.6 million reduction in income tax expense, consisting of $2.5 million related to issues resolved
within the 1999/2000 audit and $2.1 million related to reserves no longer required related to similar issues (bank
ownted life insurance) in subsequent years.

12. Benefit Plans

The Corporation has a defined benefit pension plan covering substantially all of its employees. In general,
henefits are based on years of service and the employee’s compensation. The Corporation’s funding policy is to
contribute annually the maximum amount that can be deducted for federal income tax reporting purposes. Contri-
butions are inlended te provide not only for benefits attributed to service 1o date but also for those expected 1o be
earned in the future.

On May 18, 2006, the Corporation’s Board of Directors approved freezing the current defined benefit pension
plan for non-vested employees and closed it 1o new entrants afier December 31, 2006. Participants vested in the
current pension plan as of December 31, 2006 will remain participants in the existing pension plan. A new defined
contribution plan was also approved for non-vested employees and new hires as of January 1, 2007. These plan
amendments qualify as a curtailment of the defined benefit pension plan, the impact of which was a $1.4 million gain
that was recognized by a direct reduction of the plan’s cumulative net loss with no impact on current period earnings.

A supplemental non-qualified, non-funded pension plan for certain officers is also maintained and is being
provided for by charges to earnings sufficient to meet the projected benefit obligation. The pension cost for this plan is
hased on substantially the same actuarial methods and economic assumptions as those used for the defined benefit
pension plan.

The Corporation also sponsors a benefit plan which presently provides posiretirement medical and life insurance
for retired employees. Effective January 1, 1993, the plan was changed to limit the Corporation’s medical contribution
to 2009 of the 1993 level for employees who retire after January 1, 1993. The Corporation reserves the right to
terminate or amend the plan at any time. .

The cost of postretirement benefits expected to be provided to current and future retirees is accrued over those
employees’ service periods. Prior to 1993, postretirement benefils were accounted for on a cash basis. In addition to
recognizing the cost of benefits for the current periad, recognition is being provided for the cost of benefits earned in
prior service periods (the transition obligation).
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On September 29, 2006, SFAS No. 158 “Employers” Accounting for Defined Benefit Pension and Other
Postretirement Plans” was issued. SFAS 158 requires, among other things, the recognition of the funded status of each
defined pension benefit, retiree health care and other postretirement benefit plans on the balance sheet. Each
overfunded plan is recognized as an asset and each underfunded plan is recognized as a liability. The initial impact of
the standard due 1o unrecognized prior service cost or credits and net actuanial gains or losses as well as subsequent
changes in the funded status is recognized as a component of accumulated comprehensive loss in shareholders” equity.
Additional minimum pension liabilities (“AML”) and related intangible assets are also derecognized upon adoption of
the new standard. SFAS 158 requires initial application for fiscal years ending after December 15, 2006, with earlier
application encouraged. The Corporation adopted SFAS 158 as of December 31, 2006. The following table sum-
marized the effect of required changes in the AML as of December 31, 2006 prior to the adoption of SFAS 158 as well
as the impact of the initial adoption of SFAS 158,

December 31, December 31,
2006 2006
Prior 1o AML After AML
and SFAS 158 AML SFAS 158 and SFAS 158
Adjustments Adjustment Adjustment Adjustments
Prepaid pension costs. . .. ...... ... . .l 41,807 {41,807) —
Other assels ... vvv v i i it e e ea e 2,339 (1.457) 382
Deferred taxes . . .. .o vt i i it e 2,681 (1,377) 25,006 26,310
Pension liabilities . .. ... ... . L i - 11,767 25,483 37,250
Postretirement liabilities. .. ... ... ... ... ... ... 27,8069 3,450 31,319
Accumulated other comprehensive loss ... ... ... .. 4,980 {2,559} 46,440 43,861

The amounts in accumulated other comprehensive loss thal are expected to be recognized as components of net
periodic benefit cost (credit) during the next fiscal year are as follows:

Pension Postretirement Total
PrOr SEIVICE COBE . . vt v vt et et ettt e i 163 (541) (378)
Cumulative net 1088 . . .o u vt et e e e e 5,347 407 5,754
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The following table sets forth the plans’ funded status and amounts recognized in the Corporation’s consolidated
financial statements. The Corporation used a September 30 measurement date for the majority of its plans.
Pension Benefits Postretirement Benefits
2006 2005 2004 2006 2005 2004
Change tn Benefit Obligation
Projected Benefit Obligation (PBOY,
Accumulated Postretirement Benefit Obligation
(APBRO), beginning of year. . ... ... .. ... .. .. $169.225 150,569 134951  31.685 26,707 42,821
Service cost .. ... L L 6,932 6.388 7.447 746 805 768
Interest cost . ... ... ... . e 9412 8.827 8.402 1,663 1,542 2.006
Plan amendments. ... ... ... .. ... ..... — — (201} — —  (11,963)
Participant contributions. .. ... ... .. ... .. ... — - — 4164 520 469
Actuarial gain (loss) . ... ....... ... ........ (4,280) 18.714 7.900 (239) 4,763 (5.042)
Benefits paid. .. ..o ©081)  (15273) (7.930) _(3.000)  (2.652)  (2.352)
PBO/APBO, end of year. ... .. .. ... ... ... ...... $172.208  169.225 150,569  31.319  31.685 26,707
Change in Plan Assets
Fair Value of Plan Assets, beginning of year . ... ... .. 133,050 117987 106,941 — — —
Actual return on plan assets .. .. L L 10.249 13,762 10,235 — — —
Participant contributions . . .. ... .. ... . ... — — — 464 520 469
Employer contributions . . ... .. ......... .... 739 16,574 8,741 2.536 2,132 1.883
Benefts paid . . ... .. ... ... L L (9.081) (15.273) (7.930)  (3.000) (2.652) (2.352}
Fair Value of Plan Assets, end of year . .. ... ... .. .. $134.957  133.050 117,987 — — —
Funded Status . ... ... .. .. ... L $(37.250)  (36.174} (32.582) (31.319) (31685 (26.707)
Prior service costs (henefits). .. ... ... L. (839} 797 1.093 (5009 (5.550)  (6,092)
Comulative net loss. .. ... ... 64,674 80,448 67,188 7,708 7.913 3,769
Post-measurement date contributions . . .. ... ..., ... 132 134 134 751 851 —
(Accrued) prepaid pension/ postretirement cost . . . . . . . § 26,717 45,205 35833 (27.809) (28471} {29.030)
Amounts recognized in the statement of financial
condition consist of:
Prepaid benefit cost ... ... ... .. ..o L. $ — 49835 39,691 — — —
Acerued benefit lability . ... ... L L (37.250)  (14,192) (8.976) (31.319) (28,470) (29.030)
Intangible asset . .. ... ... ... ... ......... — 1.766 2.193 — — -
Accumulated other comprehensive income. . . . . .. 72472 7.661 2,791 2.699 — —
Post-measurement date contributions . .. ... ... .. ... 132 134 134 — — —
Net amount recognized .. ... ... ... . ... . ... .. § 35.354 45,204 35,833 (28.620) (28470) (29,030
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Pension Benefits Postretirement Benefits

Weighted-average assumptions

as of December 31 2006 2005 2004 2006 20056 2004
Discount Rate ............. 5.75% 5.509 6.00% 5.75% 5.50% 6.00%
Long-term rate of return on

ASSELS. oo 8.50% 8.50% 8.75% — — —
Rate of compensation increase. . 3.75% 3.75% 3.75% — - —_—

Medical irend rates — non-

8.0% 1o 5.0%

medicare risk Pre-65. ... ...

Medical trend rates — non-
medicare risk Post-65 ... . ..

8.0% 10 5.0%

9.0% to 5.0%

9.0% to 5.0%

9.0% to 7.0%

9.0% to 7.0%

Prescription Drugs ... ..., .., — — —  11.0% to 5.0% 9.0% to 5.0% 9.0% to 7.0%
Medical trend rates — medicare
risk HMO Post-65. . .. ... .. — — — 120% 10 5.0% 12.0% to 5.0% 12.0% to 7.0%

For measurement purposes, the assumed annual rate increase in the per capita cost of covered health care

benefits was 9.0% in 2006, decreased gradually o 5% in 2015 and remains level thereafter.

The Corporation received $0.1 million in subsidy payments under the Medicare Prescription Drug, Improvement
and Modernization Act of 2003.

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plan. A
100 basis point change in assumed health care cost trend rates would have the following effects:

1-Percentage
Point decrense

1-Percentage
Point Increase

Effect on total of service and interest cost components of net periodic
postretirement health care benefitcosts. .. .. ... .. ... ... ...

$ 187
$1,684

8 (162)
81,467

Effect on postretirement benefit obligation for health care benefits

The components of net periodic pension and postretirement benefits are:

Pension Benefits Postretirement Benefits

2006 2005 2004 2006 2005 2004

Components of Net Periodic

Pension/Postretirement Cost

Service COSl . ., .t e e $ 6,932 6,388 7447 746 805 768
Interest cosl. .. .ottt i e ee e 9,413 8,827 8,402 1,663 1,542 2,006
Expected relurnon assets . .. ................ (11,399) (11,556} (11,448) — — —

Amorization of unrecognized
Transition (asset). . ............. ... ... —_ — (35) — — 156
Priorservice costs . .. ... ... 180 296 261 (541) (541} (406)
Cumulative net loss .. .. oo ot 5,462 3,382 2,231 430 97 369
Net periodic pension/postretirement cost . ... .... $ 10,588 7,337 6,858 2,208 1,903 2,893

Accumulaled Benefit Obligation for the Corporation’s pension plan was $146.5 million, $141.5 million and
$126.1 million for the periods ended December 31, 2006, 2005 and 2004, respectively,
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Additional Information

Amounts recognized in accumulated other comprehensive loss consist of:

Pension Benefits Postretirement Benefits
2006 2005 2004 2006 2005 2004
Prior service cost . ..o o i ittt e §& 617 n/a n‘a $(5,009 nfa n‘a
Cumulative netloss . ......... ... ... ......... 71,855 n/a n/a 7,708 n/a n/a
Total amount recognized . ... ........ ... ... ...... 372472 $ 2,699
Plans with under funded or non-funded accumulated benefit obligation:
I’ension Benefits Postretirement Benefits
2006 2005 2004 20006 2005 2004
Aggegate Projected benefit obligation. . ....... ... $15,222  $16,146  $12,701 n/a nfa n/a
Aggregate accumulaled benefit obligation. ... ... .. 811,767 $14,192 $ 8,976 n/a nfa nfa
Aggregate fair value of plan assets. . ............ &8 — $ — $ — nha n/a a

Plan Assets

The Corporation’s pension plan weighted-average allocations at September 30, 2006, 2005 and 2004 (mea-
surement date) by asset category are as follows:
Plan Assets

Asset Category 2006 2005 2004

Cash and money market funds. .. ... ... .. .. L L, 1.45% 4.51%  4.08%
US. Treasury obligations ... .. ... .. .. 6.54% 5.99%  9.98%
U.S. government agencies . ... .ottt it e 443% 437% 6.82%
Corporate bonds . . .. ... ... L. e 2041% 2061% 14.71%
Domestic equity mutual funds. ... ... oo oo L 67.17% 64.52% 64.41%

100.00% 100.009% 100.00%

The Corporation’s pension administrative committee (“Committee”) has developed a “Statement of Investment
Policies and Objectives” (“Statement”) to assist FirstMerit and the investment managers of the pension plan in
effectively supervising and managing the assets of the pension plan. The investment philosophy contained in the
Statement sets the investment time horizon as long 1erm and the risk 1olerance level as slightly above average while
requiring diversification among several asset classes and securities. Without sacrificing retumns, or increasing risk, the
Statement recommends a limited number of investment manager relationships and permits both separate accounts and
commingled investments vehicles. Based on the demographics, actuarial/funding situation, business and financial
characteristics and risk preference, the Statement defines that the pension fund as a total return investor return and
aceordingly current income is not a key goal of the plan.

The pension asset allocation pelicy has sel guidelines based on the plan’s objectives, characteristics of the
pension liabilities, indusiry practices, the current market environment, and practical investment issues. The
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commiltee decided 1o investment in traditional (i.e., publicly traded securities) and not alternalive asset classes (e.g.
private equity, hedge funds, real estate, ete.) at this time. The current asset allocation policy is described helow:

Asset Class Target Range

Large Cap US. Equily. . .. ..ot e e e 35.00% 30%-40%

Small/Mid Cap US. Equity .. ..o e 15.00 12%-18%

international Equity. . ... e s 15.00 129%-18%
Total Equity ..ottt e 65.00  55%-65%

Fixed INCome . . . e e e e e e 3500 30%-40%

Cash Equivalents . ... .. 0.00 096-5%

100.00%

During September, 2006, 2005 and 2004, respectively, the Corporation contributed $ none, $15.5 million and
$7.7 million 1o the qualified pension plan.

The Corporation is not required and does not expect to make a contribution to its pension plan in 2007.

At December 31, 2006, the projected benefit payments for the pension plans and the postretirement henefit plan,
net of the Medicare subsidy, tolaled million $6.6 million and $2.3 million in 2007, $6.2 million and $2.3 million in
2008, $7.0 million and £2.4 million in 2009, $8.0 million and $2.5 million in 2010, $7.8 million and $2.7 millien in
2011, and $49.9 millien and $13.9 million in years 2012 through 2016, respectivelv. The projected payments were
caleulated using the same assumptions as those used to calculate the henefit obligations in the preceding tables.

The expected long-term rate of return was estimated using market benchmarks for equities and bonds applied to
the plan's target asset allocation and expected duration of benefit payments. The expected return on equities was
computed using a valuation framework, which projected future returns based on current equity valuations rather than
historical returns. Due to active management of the plan’s assets, the return on the plan equity investments historically
has exceeded market averages. Management estimated the rate by which the plan assets would outperform the market
in the future hased on historical experience adjusted for changes in asset allocation and expectations for overall future
returns on equities compared to past periods.

FirstMerit’” Amended and Restated Executive Deferred Compensation Plun allows participating executives to
clect to receive incentive compensation payable with respect to any vear in whole shares of Common Stock, to elect 1o
defer receipt of any incentive compensation otherwise payable with respect to any year in increments of 19. A stock
accoun! is maintained in the name of each participant and is credited with shares of Common Stock equal to the
number of shares that could have been purchased with the amount of any compensation so deferred, at the closing
price of the Comman Stock on the day as of which the stock account is so credited. The deferred compensation liability
al December 31, 2006, 2005 and 2004 was $12.1 million, $10.7 million and $9.7 million, respectively.

The Corporation maintains a savings plan under Section 401(k) of the Internal Revenue Code. covering
substantially all full-time and part-lime employees after six months of continuous employment. Under the plan,
employee contributions are partially matched by the Corporation. Such matching becomes vested in accordance with
plan specifications. Total savings plan expenses were $4.1 million, $4.0 million and $3.7 million for 2006, 2005 and
2004, respectively.

13. Share-Based Compensation

The Corporation’s 1992, 1993, 1996, 1997, 1999, 2002 and 2006 Stock and Equity Plans (the “Plans”) provide
stock options and restricled stock awards to certain key employees (and to all full-time employees in the case of the
1999, 2002 and 2006 Plans) for up to 10,104,158 common shares of the Corporation. In addition, the 2002 and 2006
Plans provide for the granting of non-qualified stock options and nonvested (restricted) shares 1o certain non-cmployee
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directors of the Corporation. Outstanding options under these Plans are generally nol exercisable for twelve months
from date of grant.

Options under these Plans are granted with an exercise price equal to the market price of the Corporation’s stock
at the date of grani; those option awards generally vest based on 3 years of continuous service and have a 10 year
contractual term, Options granted as incentive stock options must be exercised within ten years and options granted as
non-qualified stock options have terms established by the Compensation Committee of the Board and approved by the
non-employee directors of the Board. Upon termination, options are cancelable within defined periods based upon the
reason for termination of employment,

The Corporation adopted the FASB's SFAS No. 123 (revised 2004), “Share-Based Payment,” (SFAS No. 123(R))
on the required effective date, January 1, 2000, using the modified prospective transition method provided for under
the standard. SFAS 123(R) required an entity 1o recognize as compensation expense the grant-date fair value of stock
options and other equity-based compensation granted to employees within the income statement using a fair-value-
hased method, eliminating the intrinsic value method of accounting previously permissible under Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees™ (APB No. 25) and related interpre-
lations. The Corporation previously elected o use APB No. 25 and adopted the disclosure requirements of
SFAS No. 123, as amended by SFAS No. 148, “Accounting for Stock-Based Compensation - — Transition and
Disclosure.”

Pro forma information regarding net income and eaming per share for the year ended December 31, 2005 and
2004 is presented below as if the Corporation had accounted for all stock-based compensation under the fair value
method of SFAS No. 123. The financial stalements for the prior interim periods and fiscal years do not reflect any
compensation expense calculated under the fair-value method.

Year Ended
Idecember 31,

2005 2004

Nel income, as reporied . . .. ..ottt e e e $130,483 103,214
Deduct: total stock-based employee compensation expense determined under fair value

based method for all awards. net of related tax effects ... ........... ... ..... .. (7,378) {3,573)
Pro forma net income . . . . . . .o e e $123,105 99,641
Pro forma EPS — Basic . ... ... .. . . e e $ 147 1.18
Proforma EPS — Diluted . .. .. ..o 8 147 1.17
Reported EPS — Basic. ... ... .o & 156 1.22
Reported EPS — Diluted . ... .. oo . $ 156 1.21

Certain of the Corporation’s share-based award grants contain terms that provide for a graded vesting schedule
whereby portions of the award vest in increments over the requisite service period. As provided for under
SFAS No, 123(R), the Corporation has elected to recognize compensation expense for awards with graded vesting
schedule on a straight-line basis over the requisite service period for the entire award. SFAS No. 123(R) requires
companies to recognize compensation expense based on the estimated number of stock options and awards for which
service is 1o be rendered. Upon stock option exercise or stock unit conversion, it is the policy of the Corporation to
issue shares from treasury stock.

The Black-Scholes option pricing model was used to estimate the fair market value of the options at the date of
grant. This model was originally developed for use in estimating the fair value of traded options which have different
characteristics from the Corporation’s employee stock options. The model is also sensitive to changes in subjective
assumptions, which can materially affect fair value estimates. Expecled volatilities are based on implied volatilities
from historical volatility of the Corporation’s stock, and other factors. The Corporation uses historical data to estimate
oplion exercise and employee termination with the valuation model. The expecied term of options granted is derived
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from the output of the option valuation model and represents the period of time that options granted are expected to be
outstanding; the range given below results from certain groups of employees exhibiting different hehavior. The risk-
ree rate for periods within the expected life of the aption is based on the U.S. Treasary yield curve in effect at the lime
of grant.

Year Ended December 31,

2006 2005 2004
Assumptions:
Dividend yield. . ... ... . . 4.25% 4.02% 4.07%
Expected volatility . . ... ... . .. i 23.51% 28.39% 29.74%
Risk free interest rate. . . . ... oo i 4.86% 3.77-4.38% 2.94-391%
Expected lives . .. ... .. o 4.92 years 5 years 5 years

On December 27, 2005, with the approval of the Compensation Committee of the Board of Directors, the
Corporation accelerated the vesting of unvested out-of-the-money stock options (“Options”) outstanding under the
Amended and Restated 2002 Stock Plan,

The decision to accelerate these Options was made primarily to reduce non-cash compensation expense that
would have been recorded in the Corporation’s income statement in future periods upon the adoption of
SFAS No. 123(R). The Compensation Commiltee of the Board of Directors of the Corporation is authorized under
the 2002 Plan to prescribe the time of the exercise of stock options and 1o accelerate the time at which stock options
become exercisable. As a result of this decision, the Corporation reduced the afier-1ax stock option expense it would
have been required to record by approximately $2.3 million in 2006 and $1.5 million in 2007.

As a result of this vesting acceleration, options lo purchase approximately 1.7 million shares became exercisable
immediately, These Options would have vested through February 2008. Based upon the Corporation’s closing price of
$26.32, on December 27, 2005, all of the Options accelerated were out-of-the-money, that is, the Oplions’ exercise
price was greater than the current market value of the Corporation’s stock. The number of shares, exercise prices and
terms of the Options, subject to acceleration, remain the same.

A summary of stock option activity under the Plans as of December 31, 2006, and changes during the year then
cnded is as follows:

Weighted-Average

Weighted-Average Remaining Aggregate Inrinsic

{ptions Shares (000s) Exercise Price Contractual Term Value (000°s)
Outstanding at January 1, 2006. .. .. 7,495 $25.60

Granted .. ... ... ............ 524 24.13

Exercised . . ................. (102) 17.73

Forfeited ................... (360) 25.10

Expired ... ... ... . L 338 26.68
QOutstanding at December 31, 2006 . . 7.219 25.64 4.84 44,229
Exercisable at December 31, 2006. . . 6,797 $25.72 4.60 $4,168

u-
|

The weighted average grant-date fair value of options granted during the year ended December 31, 2006 was
£4.19. The total intrinsic value of options exercised during the year ended December 31, 2006 was $0.7 million, Cash
received from options exercised under all share-hased payment arrangement for the year ended December 31, 2006
was $1.8 million. The actual tax benefit realized for the tax deduction from option exercise of the share-based payment
arrangements totaled $0.2 million,
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The Corporation has a policy of repurchasing shares on the open market to satisfy share option exercises. During
the first quarter of 2006 the Corporation repurchased 2.6 million common shares which were adequate to cover option
exercises for the full year.

At December 31, 2006, there was $1.5 million of unrecognized compensation cost related to stock options
granted under the Plans which will be recognized over a weighted-average period of 2.3 years.

A summary of the status of the Corporation’s nonvested shares as of December 31, 2005, and changes during the
twelve months ended December 31, 2006, is as follows:

Weighted-Average
Grant-llate

Nonvested (restricted) Shares Shares (004’s) Fair Value

Nonvested at January 1,2006. . ... ... ... .. . i i 68 $24.52
Granted . . ... e, 302 12399
Vested . . . oo (33) 24.05
Forfeited orexpired . .. ... ... ... ... .. . . (11) 24.27

Nonvested at December 31,2006 . .. .. ... ..t e, 326 $24.08

As of December 31, 2006, there was $3.9 million of total unrecognized compensation cost related to nonvested
(restricted) share-based compensation arrangements granted under the Plans. That cost is expected lo be recognized

over a weighted-average period of 2.3 years. The total fair value of shares vested during the year ended December 31,
2006 was $0.8 million.

[n accordance with the Corporation’s stock option and nonvested {restricted) shares plans, employee participants
that are 55 or older and have 15 years of service are eligible to retire. At retirement, all unvested awards immediately
vesl. As required by SFAS 123(R), the Corporation began accelerating the recognition of compensation costs for share-
based awards granted to retirement-eligible employees and employees who become retirement-eligible prior 1o full
vesling of the awards. Compensation cost for awards granted or modified after the adoption of SFAS 123(R) will be
recognized over a period to the date an employee first becomes eligible for retirement. [n accordance with this change
in policy, share-based compensation for the year ended December 31, 2006 included expense of $3.6 million for
share-based compensation that was granted 1o retirement-eligible employee participants.

The total share-based compensation expense recognized during the year ended December 31, 2006 was
86.0 million and the related tax benefit thereto was $1.6 million,
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14. Parent Company

Condensed financial information of FirstMerit Corporation {Parent Company only} is as follows:

Condensed Balance Sheets

As of December 31,

20006 2005
Assets:
Cash and due from banks . ... ... . e e 8 4,009 § 3,932
Investment SECUTILIES . . v v v vt ittt e ittt e e e s e s tan et e s 1,114 3,539
Loans to subsidiaries. . .. . ... L. e e e 50,050 80,000
Investment in subsidiaries, at equity in underlying value of their net assets .. ... ... 830,200 839,128
Other assels . . . . . oo e e e e e e 17,146 66,099
Total ASSEIS . . . ittt e e e e e et e e e, $002,609 8992698
Liabilities and Shareholders’ Equity:
Convertible subordinated debt . . . .. . ... . . e 8 406 8 441
Wholesale borrowings . . . ... . ... . e 52,887 53,778
Accrued and other liabilities . ... . ... ... .. . . . e 3,205 899
Shareholders’ equity . ... ... ... e 846,111 937,580
Total Liahilities and Sharebolders’ Equity .. .. ... ... ... . oot 8902,609  £992,698

Condensed Statements of Income

Years ended December 31,

2006 2005 2004
Income:
Cash dividends from subsidiaries . . ............. ... ... . .. £78.655 $192987 § 88,238
Other InCome . ... . it i e e e 2,728 97 59
81.383 193,084 88,297
Interest and otherexpenses . . .. ... .. .. .. ... . i i i 10,977 8,426 1,027
Income before federal income tax benefit and equity in undistributed
income of subsidiaries . . .. ... ... .. ... . e 70,406 184,658 87.270
Federal income tax (benefit). ... .. ... .. ... .. ... . ... o, (2.295) (2.934) (310)
72,701 187,592 87,580
Equity in undistributed income of subsidiaries .. ..._... ... ... ..., 22,245 (57,109 15,634
Nel INCOME .« ottt e et et e e ettt e et e $94.946 3130483  $103.214
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Condensed Statements of Cash Flows
Years ended December 31,
2006 2005 2004

Operaling activities:

INEt HNCOMIE oo ottt ittt e e e e e e e e e e e e e e $ 94946 $130483 $103.214

Adjustments 1o reconcile net income to net cash provided by operating

activiles:

Equity in undistributed (income) loss of subsidiaries. .. ........... (22,245) 57,109 (15,634)

(Increase) decrease in Federal income tax receivable .. ... ... .. ... 21,638 (21,4000 (3,134)

Olher . o e 2.818 1,478 2,842

Nel cash provided by operating activities . ... .................. 97,157 167,670 87,288
Investing activities:

Loans to subsidiaries . ..., ... .. ... . . {84,500y  (141,000)  (272,500)

Repayment of toans to subsidiaries . ..., .. ... . . .. L L. 143,000 124,000 296,500

Payments lor investments in and advances to subsidiaries . .. ....... 61) (850) 299)

Purchases of investment securities. . .. ....................... {56) (56) 48)

Net cash provided (used) by investing activities . ..............., 58,383 (17,906) 23,653
Financing activities:

Conversion of subordinated debt ... ... ... ... ... ... .. ... .. (35) — {(5,002)

Cashdividends. .. ... ... ... . .. . . . . . . . . (91,354} (92,798) (89,904)

Proceeds from exercise of stock options .. .. ... ... ... ... .. .. 1,853 8.806 4,983

Purchase of treasury shares . . . ... .. ... ... ... ... .. ... ...... (65.837) 63,236) {20,159}

Nel cash used by financing activities . . ... ... ... ... ... ..., (155.373)  (147.228)  (110,082)
Nel increase in cash and cash equivalents . . ... ... ... ... ... ... 167 2,536 859
Cash and cash equivalents at beginning of year ... .., ... ... ....... 3,932 1,396 537
Cash and cash equivalents atend of year. . . ..... ... ... ... .. ... & 4099 8§ 3932 § 1.3%

15. Segmem Information

The Corporation provides a diversified range of banking and certain nonbanking financial services and products
through its various subsidiaries. Management reports the results of the Corporation’s operations through its major line
of business Supercommunity Banking. Parent Company and Others include activities that are not directly attributable
to Supercommunity Banking. Included in this category are certain nonhanking affiliates and certain nonrecurring
transactions. Also included are portions of certain assets. capilal, and support functions not specifically identifiable
with Supercommunity Banking. The Corporation’s business is conducted solely in the United States.

The accounting policies of the segment are the same as those described in “Summary of Significanl Accounting
Policies.” The Corporation evaluales performance based on profit or loss from operations before income taxes.
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The following table presents a summary of financiat results and significant performance measures {or the periods

depicted:
20006
Super -
conununity Parent Co. and

Banking Other Subs. Eliminations Consolidated
Summary of operations:
Net inferest iNCOMe . ... ..vvvvvnneennannns $ 332,287 87,571 (79,485) 340,373
Provison for loanlosses .................... 76,156 (44) — 76,112
Otherincome. . ........... . o, 195,163 (15) — 195,148
Other expenses .. ...........ciieeiern.. 320,865 7,214 8 328,087
Net INCOME .\ v v e i e e e e e e i nnae s 94,904 100,941 (100,899) 94,946
Average balances:
ABSEIS . L Lt e e e e e 10,031,782 1,187,742 (1,089,509) 10,130,015
Loans .. .. ... ... 6,794,902 3,436 — 6,798,338
Earning assets .. ......................... 9,256,459 1,054,986 (1,050,153) 9,261,292
Deposits ....... ... i, 7,422,845 — (38,699) 7,384,146
Shareholders’ equity . ... ... .. . oLl 729,862 1,066,064 (905,997) 889,929
Performance ratios:
Return on average equity . . ................. 13.00% 10.67%
Return on average assets . .................. 0.95% 0.94%
Efficiency ratio .. .......... .0 viueene... 60.33% 60.77%

2005
Super -
community Parent Co. and
__Banking Other Subs, Eliminations Consolidated

Summary of operations:
Net interest income ... ........ovnuinnnn.. $ 342,089 200,687 (193,781) 348,995
Provison for loan losses . . ........ ... ... . ... 43,853 33) — 43,820
Otherincome. .........cvuviiiieinannnnn. 190,056 410 — 190,466
Otherexpenses . ....... ..o, .. 309,213 4,287 3 313,508
Netincome ........c.cveeinnnmoninann.. 128,427 137,933 (135,877) 130,483
Average balances:
ASBEIS L .ttt et 10,176,712 1,253,192 (1,165,475) 10,264,429
Loans . . ... .. . .. 6,604,938 5,571 — 6,610,509
Earning assets . .......... ... ... ... ..., . 9,418,152 1,116,280 {1,099,768) 9,434,664
Deposits ..... ... i 7,334,418 — {35,762) 7,298,656
Shareholders’ equity . .. ... ... ... Ll 800,150 1,150,653 (984,077) 966,726
Performance ratios:
Return on average equity .. ...... ... ........ 16.05% 13.50%
Return on average assets .. ................. 1.26% 1.27%
Efficiency ratie .. .......... .0 iien... 57.86% 57.88%
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2004
Super -
community Parent Co. and

Banking Other Subs. Eliminations Consolidated
Summary of operations:
Net interest income ...................c... $ 345,767 91,634 (86,596) 350,805
Provison for loan losses . .. ................. 73,732 191 — 73,023
Otherincome. . ....... .. .. v en..n. 173,532 753 — 174,285
Other eXpenses . . .....c.vieeneennrnn. 311,119 804 6 311,929
Netincome .......... ... ... ieiiuenn.. 100,076 110,784 {107,646) 103,214
Average balances:
Assels ... e e 10,255,165 1,270,353 (1,207.213) 10,318,305
Loans .. ... e e 6,489,677 3,795 — 6,493,472
Earningassets .. .......... ... . oo, 9,501,839 1,099,648 {1.085,529) 9,515,958
Deposits .. ... .. . 7,526,093 — (85,859) 7,440,234
Shareholders’ equity .. . ... ... .............. 789,221 1,164,956 (970,648) 983,529
Performance ratios:
Return on average equily ... ................ 12.68% 10.49%
Return on average assets ................... 0.98% 1.00%
Efficiency ratio .. ...... ... . ... ... ..t 59.09% 58.60%

16. Fair Value Disclosure of Financial Instruments

The Corporation is required to disclose the estimated fair value of its financial instruments in accordance with
SFAS No. 107, “Disclosures about Fair Value of Financial Instruments.” These disclosures do not attempt 1o estimate
or represent the Corporation’s fair value as a whole. Fair value estimates are made at a point in time, based on relevant
markel data and information about the financial instrument, and may change in subsequent reporting periods due to
market conditions or other factors.

Estimated fair value in theory represents the amounts al which financial instruments could be exchanged or
seitled in a current transaction between willing parties. Instruments for which quoted market prices are not available
are valued based on estimates using present value or other valuation techniques whose resulls are significantly
affected by the assumptions used, including discount rates and future cash flows. Accordingly, the values so derived,
in many cases, may not be indicative of amounts that could be realized in immediate settlement of the instrument.

The following methods and assumptions were used to estimate the fair values of each class of financial instrument
presented:

Investment Securities — The fair value of investment securities is based on quoted markel prices, where
available. If quoted market prices are not available, fair value is estimated using the quoted markel prices of
comparable instruments.

Net loans — The loan portfolio was segmented based on loan type and repricing characteristics, Carrying values
are used to estimate fair values of variable rate loans. A discounted cash flow method was used to estimate the fair
value of fixed-rate loans. Discounting was based on the contractual cash flows, and discount rates are based on the
year-end yield curve plus a spread that reflects current pricing on loans with similar characteristics. If applicable,
prepayment assumptions are faciored into the fair value determination based on hislorical experience and current
economic conditions.
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Loans held for sale — The fair value of mortgage loans held for sale is based either upon observable market prices
or prices obtained from third parties. The fair value of commercial loans held for sale is based upon third party
eslimates.

Cash and due from banks — The carrying amount is considered a reasonable estimate of fair value.
Accrued interest receivable — The carrying amount is considered a reasonable estimate of fair value.

Mortgage servicing rights — The carrying amount is recorded at lower of cost or market in accordance with
SFAS No. 140 *Accounting for Transfers and Servicing of Financial Assets and Exiinguishments of Liabilities.” A
discounted cash flow method was used to estimate the fair value.

Deposits — SFAS No. 107 defines the estimated fair value of deposits with no stated maturity, which includes
demand deposits, money market accounts and other savings accounts, to be established at carrying value because of
the customers’ ability to withdraw funds immediately. A discounted cash flow method 1s used to estimate the fair value
of fixed rate time deposits. Discounting was based on the contractual cash flows and the current rates at which similar
deposits with similar remaining maturities would be issued.

Securities sold under agreements to repurchase and wholesale borrowings — The carrying amount of variable rate
herrowings including federal funds purchased is considered to be their fair value. Quoted market prices or the
discounted cash flow method was used to estimate the fair value of the Corporation’s long-term debt. Discounting was
based on the contractual cash flows and the current rate at which debt with similar terms could be issued.

Accrued interest payable — The carrying amount is considered a reasonable estimate of fair value.

Derivative assets and Habilities — The fair value of derivative assets and liabilities and mortgage-related
derivatives was based on quoted market prices or dealer quotes. Derivative assets and liabilities consist of interest
rale swaps, interest rate lock commitments and forward contracts sold. These values represent the estimated amount
the Corporation would receive or pay to terminate the agreements, considering current interest rates, as well as the
current credilworthiness of the counterparties. Fair value amounts consist of unrealized gains and losses and
premiums paid or received, and take inte account master netling agreements.
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The estimated fair values of the Corporation’s financial instruments based on the assumptions previously
described are shown in the following 1able:

At December 21,

2006 2005
Carrying Fair Carrying Fair
Amount Value Amount Yalue
Financial assets:
Investment securities. . . ... .o vv v i, $2,407.888 2,408,777 2,546,496 2,546,496
Netloans .. ... ... ... ... .. .. . . ... ... ....... 6,787,521 6,780,483 6,590,582 6,549,007
[oanheldforsale............. ... ... . ... .... 95,272 95,664 42.566 43,132
Cash and due from banks .. .................... 200,204 200,204 225,953 225,953
Accrued interest receivable . . .. ... ... ... ........ 57,554 57,554 49,244 49,244
Mortgage servicing rights. ... ............... PR 19,575 23,063 19,971 23,097
Derivative assels . ... ...ttt 8,584 8,584 10,577 10,577
Financial liabilities:
Deposits . .o e e e e e £7,498924 7.503,077 7,233,650 7,232,858
Securities sold under agreements 10 repurchase. ... ... 1,261,821 1,261,144 1,426,037 1,422,182
Wholesale borrowings . ........................ 464,227 478,523 401,104 422,024
Accrued interest payable . . ..... .. ... oo oL 41,120 41,120 28,918 28,918
Derivative liabilities . . . ......... ... ... ... .... 38 58 265 2605

17. Financial Instruments with Off-Balance-Sheet Risk

The Corporation is a party to financial instruments with off-balance-sheet risk in the normal course of business to
meel the financing needs of its customers. These financial instruments include commitments to extend credil, standby
letters of credit and financial guarantees, loans sold with recourse and derivative instruments. See Note 1(r) to the
consolidated financial statements for more information on derivatives.

These instruments involve, to varying degrees, elements recognized in the consolidated balance sheets. The
contract or notional amount of these instruments reflects the extent of involvement the Corporation has in particular
classes of financial instruments.

The Corporation’s exposure to credit loss in the event of non-performance by the other party to the financial
instrument for commitments to extend credit and standby letters of credit and financial guarantees written is
represented by the contractual notional amount of those instruments.

The Corporation’s process for evaluation and estimation of credit losses associated with off-balance sheet
financial instruments is done at the same time and in a similar manner as the evaluation and estimation of credit losses
associated with the loan portfolio.
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Unless noted otherwise, the Corporation does not require collateral or other security to support financial
instruments with credit risk. The following table sets forth financial instruments whose contract amounts represent
credit risk.

At December 31,

2006 2005

Commitments to extend credit . ... .. ... ... £3.105,796  $2.889,749
Standby letters of credit and financial guaranlees writlen. .. .. ................ 198.225 226457
Loans sold with recourse . . ... .. . .. ... .. . . . ... 40,565 59,820
Derivative financial instruments:

Interest rate swaps. . . ... o i e 540,912 601,571

Interest rate lock commitments. .. ... .. .. e 24,249 34,875

Forward contracts sold. . .. ... .. ... 24,304 26,652

Commitments 1o exlend credit are agreements to lend to a customer provided there is no violation of any condition
established in the contract. Commitments generally are extended at the then prevailing interest rates, have fixed
expiration dates or other termination clauses and may require payment of a fee, Since many of the commitments are
expected to expire without heing drawn upon the total commitment amounts do not necessarily represent future cash
requirements. The Corporalion evaluates each customer’s credilworthiness on a case-by-cuse hasis, The amount of
collateral obtained if deemed necessary by the Corporation upon extension of credit is based on Management’s credit
evaluation of the counter party. Collateral held varies but may include accounts receivable, inventory, property, plant
and equipment, and income-producing commercial properties.

Standby letters of credit and written financial guarantees are conditional commitments issued by the Corporalion
1o guarantce the performance of a customer to a third party. Those guarantees are primarily issued o support public
and private borrowing arrangements, including commercial paper, bond financing and similar transactions. Except for
short-term guarantees of $90.6 million and $95.1 million at December 31, 2006 and 2005, respectively, the remaining
guarantees extend in varying amounts through 2018. The credit risk involved in issuing letters of credit is essentially
the same as involved in exiending loan facilities to customers. Collateral held varies. but may include marketable
securities, equipment and real estate. [n recourse arrangements, the Corporation accepts 1009 recourse. By aceepling
100% recourse, the Corporation is assuming the entire risk of loss due to borrower default. The Corporalion’s exposure
to credit loss, if the borrower completely failed 1o perform and if the collateral or other forms of credit enhancement all
prove ta be of no value, is represented by the notional amount less any allowance for possible loan losses. The
Corporation uses the same credit policies originating loans which will be sold with recourse as it does for any other type
of loan.

Derivative financial instruments principally include interest rate swaps which derive value from changes to
underlying interesl rates. The notional or conlract amounts associaled with the derivative instruments were not
recorded as assets or liahilities on the balance sheets at December 31, 2006 or 2005, In the normal course of husiness,
the Corporation has entered into swap agreements to modify the interest sensitivity of certain asset and lability
portfolios. Specifically, the Corporation swapped $21.5 million of trust preferred securities to floating rate liabilities.
In 2003, the Corporation implemented a hedge program to swap qualifying fixed rate commercial loans to floating rate
assets. At December 31, 2006, commercial loan transactions totaling $490.5 million have been swapped. At
December 31, 2005, commercial loan transactions totaling $445.1 million were swapped.

In the third quarter of 2004, the Corporation began entering into forward interest rate swap agreements which, in
effect, fixed the borrowing costs of certain variable rale liabilities in the future. The Corporation clussifies these
transactions as cash flow hedges, with any hedge ineffectiveness being reported in current earnings. At December 31,
2006 no such transactions had been swapped. At December 31, 2005, two such transactions totaling $135.0 million
had been swapped.
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Additionally, as a normal course of business, the Corporation sells originated morigage loans into the secondary
morigage loan markets. The Corporation maintains a risk management program to protect and manage interest-rate
risk and pricing associated with its mortgage commitment pipeline. The Corporation’s morigage commitment pipeline
includes interest-rate lock commitments (“IRLCs™) that have been extended to borrowers who have applied for loan
funding and met cenain defined credit and underwriling standards. During the term of the IRLCs, the Corporation is
exposed to interest-rate risk, in that the value of the IRLCs may change significantly before the loans close. To mitigate
this inlerest-rate risk, the Corporation enters into derivatives by selling loans forward to investors using forward
commilments. In Accordance with SFAS 133, the Corporation classifies and accoumts for IRLCs and forward
commitments as nondesignated derivatives. Accordingly, IRLCs and forward commitments are recorded at fair value
with changes in value recorded to current earning in loan sales and servicing income.

Once a loan is closed, it is placed in the morigage loan warehouse and classified as held for sale until ultimately
sold in the secondary market. The forward commitment remains in place. During 2003, the Corporation implemented a
SFAS 133 hedging program of its morigage loans held for sale to gain protection for the changes in fair value of the
mortgage loans held for sale and the forward commitments. As such, both the mortgage loans held for sale and the
forward commitments are recorded at fair value with ineffective changes in value recorded to current earnings in loan
sales and servicing income.

18. Contingencies

The nature of the Corporation’s business results in a certain amount of litigation, Accordingly, FirstMerit
Corporation and its subsidiaries are subject to various pending and threatened lawsuits in which claims for monetary
damages are asserted. Management, after consultation with legal counsel, is of the apinion that the ultimate lability of
such pending matters would not have a material effect on the Corporation’s financial condition or results of operations.

At December 31, 2006, the Corporation was obligated for rental commitments under noncancelable operating
leases on branch offices and equipment as follows:

Lease

D007 . o e e e e $ 6,364
D008 . e e 5,240
D000 . o e e 4,009
71 o 3,014
P01 T O 2,508
O 22020 o . ot e 14,148
$35.283
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19. Earnings Per Share

The reconciliation of the numerator and denominator used in the basic eamings per share calculation to the
numerator and denominator used in the diluted earnings per share calculation is presented as follows:

Years Ended December 31,

2006 2005 2004

Basic EPS:
Nel INCOME . . . oottt e e e e e e e e e e tene e $ 94,946 130,483 103,214
Net income available to common shareholders. .. ......... ... .. $ 94946 130,483 103,214
Average common shares outstanding. . ..., ... .. . L 80,127,707 83,490,133 84,601,050
Basic net income pershare ... ... ... o oo oL $ 1.18 1.56 1.22
Diluted EPS:
[ncome available to common shareholders. . ... ............... ] 94,946 130,483 103,214
Add: interest expense on convertible bonds, netof tax. . ... ... .. 18 18 30
Income used in diluted earnings per share ealeulation . . ... ..., $ 94,964 130,501 103,244
Average common shares outstanding . .. ... ... .. L L. 80,127,707 83,490,133 84,601,050
Add: common stock equivalents:

Stock option plans . ... ... L oo 175,637 301,350 340,118

Convertible debentures/preferred securities . ... ... ... ... .. 48,409 52,154 54,334
Average common and common stock equivalent shares outstanding. . 80,351,753 83,843,637 84,995,502
Diluted net income pershare. . ... ... ... .. .o o 8 1.18 1.56 1.21

For the years ended December 31, 2000, 2005 and 2004, options 1o purchase 6.5 million shares, 2.7 million
shares and 2.5 million shares, respectively, were oulstanding but not included in the computation of diluted earnings
per share because they were antidilutive.

20. Shareholder Rights Plan

The Corporation had in effect a shareholder rights plan (“Plan”). On July 18, 2006, the Shareholder Righis
Agreement dated October 21, 1993, between the Corporation and FirstMerit Bank, N.A., as amended and restated on
May 20, 1998, expired by its terms, The Plan provided that each share of Common Stock had one right attached
(“Right™). Under the Plan, subject to certain conditions, the Rights would have been distributed after either of the
following events: (1) a person acquires 10% or more of the Commeon Stock of the Corporation, or (2) the commencement
of a tender offer that would result in a change in the ownership of 10% or more of the Common Stock. Afier such an
event, each Right would have entitled the holder to purchase shares of Series A Preferred Stock of the Corporation.
Subject to certain conditions, the Corporation could have redeemed the Rights for $0.01 per Right.

21. Regulatory Matters

The Corporation is subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory — and possibly additional
discretionary — actions by regulators that, if undertaken, could have a material effect on the Corporation’s financial
statements. Under capilal adequacy guidelines and the regulatory framework for prompt corrective aclion, the
Corporation must meet specific capital guidelines that involve quantitative measures of the Corporation’s assets,
liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. The Corporation’s
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capital amounts and classification are also subject to quantitative judgments by regulators about components, risk
weightings, and other faclors.

Quantitative measures established by regulation to ensure capital adequacy require the Corporation to maintain
minimum amounts and ratios {sel forth in the following table} of total and Tier [ capital to risk-weighted assets, and of
Tier | capital 1o average assels. Management believes, as of December 31, 2006, the Corporation meets all capital
adequacy requirements 10 which it is subject. The capital terms used in this note to the consolidated financial
stalements are defined in the regulations as well as in the “Capital Resources” section of Managemenl’s Discussion
and Analysis of financial condition and resuits of operations.

As of year-end 2006, the most recent notification from the Office of the Comptroller of the Currency (“OCC”)
categorized FirsiMerit Bank (“Bank™) as well capitalized under the regulatory framework for prompt corrective action.
To be categorized as well capitalized the Bank must maintain minimum total risk-based, Tier I risk-based, and Tier |
leverage ratios as set forth in the table. In management’s opinion, there are no conditions or events since the OCC’s
notification that have changed the Bank’s categorization as “well capitalized.”

Consolidated
Adequately
Artunl Capitalized: Well Capitalizanl:
As of December 31, 2006 Amount Hatio Amwyunt Ratio Amount Ratio

Total Capital
{to Risk Weighted Assets) .. $993.716 1244% > $639.275 8.00% > §799,093 > 10.00%

Tier | Capital

(to Risk Weighted Assets) .. 804,959  10.07% > 319.637 4.00% > 479456 > 6.00%
Tier I Capital
(to Average Assets) . ...... 804,959 7.95% > 405,225 4.00% > 506,532 = 5.00%
Bank Only
Adequately
Actual Capitulized: Well Capitalized:
As of December 31, 2006 Amount Ratio Amouni Ratiu Amount Ratio

Total Capital
(o Risk Weighted Assets) .. $936,720 11.74% > §638,213 8.00% > §797,767 > 10.00%

Tier [ Capital

(to Risk Weighted Assets) .. 750,912 9.41% > 319,107 4.00% > 478660 = 6.009%
Tier | Capital
{to Average Assels) . ... ... 750,912 7.42% > 404,690 4.00% > 505863 > 5.00%

22. Subsequent Events (Unaudited)

On February 15, 2007, the Board of Directors of the Corporation adopled certain revisions to the Corporate
Governance Guidelines of the Corporation. Included among the revisions are: (i) a majority vote policy for the election
of directors which includes resignation policy for any director nominee if a majority of voles are withheld in the
director’s election, (ii) a shareholder rights plan policy under which the Corporation will seek shareholder approval
within twelve menths of any future Rights Plan adopted by the Board of Directors with a stated term longer than
12 months, and (iii) a revised director retirement age policy with an increase in the suggested retirement from age 70 to
age 72.
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23. Quarterly Financial Data (Unaudited)

Quarterly financial and per share data for the years ended 2006 and 2005 are summarized as follows:

Total interest income. . .. ... .. i 2006
2005
Netinterest InCome. . . ... .ottt nnn e . 2006
2005
Provision for loan tesses . ....... ... ... ... ......., 2006
2005
Netincome........ ..o, 2006
2005
Net income per basicshare . . ... ... ... ... .. .... 2006
2005
Net income per diluted share. . ... ... .. ... .. ... 2006
2005

(uarters

First Second Third Fourth
143,072 148270 155,021 157,478
$127.841 133,777 137,869 141,959
$ 85,973 85,730 85,087 83,583
$ 86,010 87,777 87,706 87,502
$ 6,106 13,159 12,612 44,235
$ 11,614 5,972 9,974 16,260
$ 29,964 27,061 31,204 6,117
$ 30,088 36,145 36,594 27,656
5 037 0.35 0.39 0.07
$ 036 0.43 0.44 0.33
$ 037 0.35 0.39 0.07
$ 036 0.43 0.43 0.34
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MANAGEMENT’S REPORT OF INTERNAL CONTROL OVER FINANCIAL REPORTING

FirstMerit Corporation is responsible for the preparation, integrity, and fair presentation of the consolidated
financial statements and related notes included in this annual report. The consolidated {inancial statements and notes
included in this annual report have been prepared in conformity with accounting principles generally accepted in the
United States necessarily include some amounts that are hased on Management’s hest estimates and judgments. The
Management of FirstMerit Corporation is responsible for establishing and maintaining adequate internal controls over
financial reporting that are designed to produce reliable financial statements in conformity with accounting principles
generally accepted in the United States of America. FirstMerit Corporation’s system of internal control over financial
reporling contains self-monitoring mechanisms, and compliance is tested and evaluated through internal audits. Our
internal auditors moniter the operation of the internal control system and report findings and recommendations to
management and the Audit Committee of the Board of Directors. Actions are taken to correct potential deficiencies as
they are identified. The Audit Committee, consisting entirely of directors who are independent under the listing
standards of the Nasdaq Stock Markel, meets with management, the internal auditors and the independent registered
public accounting firm, reviews audit plans and resulls, and reviews managenient’s actions in discharging its
respousibilities for accounting, financial reperting and internal controls.

Because of ils inherent limitations, internal control over financial reporting may not prevent or delect
misslalements. Also, projections of any evaluation of effectiveness 1o future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate. '

Management assessed FirstMerit Corporation’s sysiem of internal control aver financial reporting as of Decem-
ber 31, 2006, in relation to criteria for effective internal control over {inancial reporting as described in “Intemal
Control — Integrated Framework,” issued by the Committee of Sponsoring Organization of the Treadway Commission,
Based on this assessment, Management concludes that, as of December 31, 2006, i1s system of internal control over
financial reporting met those criteria and was effective.

Our management’s assessment of the effectiveness of FirstMerit Corporation’s internal control over financial
reporting as of December 31, 2006 has been audited by PricewaterhouseCoopers LLP, an independent registered
public account firm, as stated in their report which appears herein.

PAUL G. GRIEG TERRENCE E. BICHSEL
Chairman and Chiefl Executive Vice President and
Executive Officer Chief Financial Officer
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of
FirstMerit Corporation

We have completed integrated audits of FirstMerit Corporation’s consolidated financial statements and of its
internal control over financial reporting as of December 31, 2006, in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Our opinions, based on our audits, are presented helow.

Consolidated financial statements

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income
and comprehensive income, of changes in shareholders’ equity and of cash flows present fairly, in all material respects,
the financial position of FirstMerit Corporation and its subsidiaries at December 31, 2000 and 2005, and the results of
their operations and their cash flows for each of the three years in the period ended December 31, 2006 in conformity
with accounting principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management. Our respensibility is Lo express an opinion on these financial statements
based on our audits. We conducted our audits of these statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of materinl misstatement. An audit of
financial statements includes examining, on a tesi basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimales made by management, and
evaluating the overall financial statement preseniation. We believe that our audits provide a reasonable basis for our
opinion.

As discussed in Note 13 1o the consolidated financial statements, the Company adopted Statement of Financial
Accounting Standard No. 123(R) — Share Based Payments (SFAS 123R) on January 1, 2006 using the modified
prospective application method.

As discussed in Note 12 1o the consolidated financial statements, the Company adopted Statement of Financial
Accounting Standard No. 158 — Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans,
an amendment of FASB Statements No. 87, 88, 106, and 132(R} (SFAS 158) al December 31, 2006 using the required

prospective application method.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in the accompanying Management’s Report on Internal
Control Over Financial Reporting, that the Company maintained effective internal control over financial reporting as
of December 31, 2006 based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission {COSQ), is fairly stated, in all material respects,
hased on thase criteria. Furthermore, in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2006, based on criteria established in Jnternaf Control —
Integrated Framework issued by the COSO. The Company’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Qur responsibility is 10 express opinions on management’s assessment and on the effectiveness of the
Company's internal control over financial reporting based an our audit. We conducted our audit of internal control over
{inancial reporting in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. An audit of internal control
over financial reporting includes obtaining an understanding of internal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and
performing such other procedures as we consider necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company’s internal contrel over financial reporiing is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial stalements for external purposes in
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accordance with generally accepled accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain 1o the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary Lo permit preparation of financial statements in accordance with
generally accepled accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance
regarding prevention or limely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have a material effect on the financial slatements.

Because of ils inherent limitations, internal control over financial reporting may not prevent or detect
misslatements, Also, projections of any evaluation of effectiveness 1o future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

PMMM‘CA*M wue

Columbus, Ohic
February 28, 2007




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

On November 3, 2006, the Audit Commiitee of the Board of Directors of the Corporation approved the
engagement of Emst & Young LLP (“E&Y™) as the Corporation’s independent registered public acceunting firm
for the fiscal vear ending December 31, 2007, and dismissed PricewaterhouseCoopers LLC (“PwC”) as the
independent registered public accounting firm of the Company on November 3, 2006. PwC’s dismissal became final
upon completion of its procedures on the Corporation’s financial statements as of and for the fiscal year ending
December 31, 2006, and the Form 10-K for the year ending December 31, 2006 on February 28, 2007 (the “Date of

Dismissal™).

The reports of PwC on the Corporation’s financial statements for the years ended December 31, 2006 and 2005
did not contain an adverse opinion or a disclaimer of opinien and were not qualified or modified as to uncertainty, audit
scope or accounting principle.

During the years ended December 31, 2006 and 2003, and through the Date of Dismissal of PwC, there were no
disagreements with PwC on any matter of accounting principles ar practices, financial statement disclosure or anditing
scope or procedure, which disagreements, if not resolved to the satisfaction of PwC, would have caused PwC 1o make
reference thereto in its reports on the Corporations’s finaneial statements for such years. During the years ended
December 31, 2006 and 2005, and through the date of dismissal of PwC, there were no “reportable events” {as defined
in ltem 304{a)(1){v) of Regulation 3-K} with respect to the Corporation.

The Corporation requested PwC to furnish a letter addressed to the Securities and Exchange Commission (the
“Commission™) staling whether or not il agrees with the ahove statements. A copy of such letier was filed as
Exhibit 16.1 to the Current Report on Form 8-K f{iled by the Corporation with the Commission on November 7, 2006,

During the years ended December 31, 2006 and 2005, and through the Dale of Dismissal. the Corporation did not
consult E&Y regarding the application of accounting principles to a specified transaction, either completed or
proposed, the type of audit opinion that might be rendered on the Corporation’s financial statements or any matter that
was either the subject of a disagreement (as defined in Item 304{a)(1){iv) and the related instructions 1o Item 304 of
Regulation S-K) or a reportable event (as defined in Item 304(a)}(1){v) of Regulation S-K).

ITEM 9A. CONTROLS AND PROCEDURES

FirsiMerit Corporation’s Management is responsible for establishing and maintaining effective disclosure controls
and procedures, as defined under Rules 13a-15(e) and 15d-15{e} of the Securities Exchange Act of 1934. As of
December 31, 2006, an evaluation was performed under the supervision and with the participation of Management,
including the Chiel Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of the
Corporations disclosure eontrols and procedures. Based on that evaluation, management concluded that disclosure
controls and procedures as of December 31, 2006 were effective in ensuring material information required to be
disclosed in this Annual Repert on Form 10-K was recorded, processed, summarized, and reported on a timely basis.
Additionally, there were no changes in the Corporation’s internal control over financial reporting.

Management’s responsibililies related 1o establishing and mainlaining effective disclosure controls and proce-
dures include maintaining effective internal controls over financial reporting that are designed to produce reliable
financial statements in accordance with accounting principles generally accepted in the United Siates of America. As
disclosed in the Report on Management’s Assessment of Internal Control Over Financial Reporting on pages 82 of this
Annual Report, Management assessed the Corporation’s system of internal control over financial reporting as of
December 31, 2006 and 2005, in relation to criteria for effective internal coniroel over financial reporting as described
in “Internal Control — Integrated Framework,” issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on this assessment, Management believes that, as of December 31, 2000, its system of internal
control over financiat reporting met those eriteria and is effective.

There have been no significant changes in the Corporation’s internal controls or in other factors that could
significantly affect internal contrels subsequent to December 31, 2006.

ITEM 9B. OTHER INFORMATION
Not Applicable.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

For information about the Directors of FirstMerit, see “Elections of Directors™ on pages 7 through 9 of FirstMenit’s
Proxy Statement dated March 14, 2007 {the “Proxy Statement”), which is incorporated herein by reference,

FirstMerit has adopted a Code of Business Conduct and Ethies {the “Code of Ethics™) that covers all employees,
inchuding its principal executive, {inancial and accounting officers, and is posted on FirstMerit's website www.{irsi-
meril.com. In the event of any amendment to, or a waiver from, a provision of the Code of Ethics that applies to its
principal executive, financial or accounting officers, FirstMeril intends to disclose such amendment or waiver on its
website,

The Board of Directars has determined that it has two “audit commitlee financial experls” serving on its Audit
Committee. Information regarding the Audit Commiitee and the Audit Commitlee’s financial experts is incorporated
by reference to the information that appears in the Proxy Statement on page 2 through 4 under the caption “Committees
of the Board of Directors.”

Information about the Fxecutive Officers of FirstMerit appears in Part I of this report under the caption
“Executive Officers of the Registrant.”

Disclosure by FirstMerit with respect to compliance with Section 16(a) of the Exchange Act appears on page 6 of
the Proxy Statement, and is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

See "Executive Compensation and Other Information” on pages 20 through 34 of the Proxy Statement, which is
incorporated herein hy reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

See “Principal Shareholders™ and “Election of Directors™ at page 36 and pages 7 through 9, respectively, of the
Proxy Statement, which are incorporated herein by reference.




Equity Compensation Plan Information

Number of
Securilies to be

Issued upon Weighted Average Number of
Exercise of Exercise Price of Securities
Outstanding Outstanding available for grant
Options, Warrants Options, Warranls for Options,
and Rights and Rights Warrants and Rights
IMan category () (b) (c)
Equity Compensation Plans Approved by Security
Holders
1902 e e 2,000 $26.00 —
SEOO3 e 7,320 24.14 —
TOU6 . e e 1,859 15.15 —
L 2 1,354,797 26.36 27,445
LOOTDY . e e 79,200 27.54 99,200
SlO07 e e 27,491 24.15 —
SIOOTN L. e e e 1,337 24.84 —
R L 2,805,175 25.09 186,552
20002 e e s 2.433.274 25.09 219417
20021 . . e 89.000 23.61 136,000
2000 ... e 381,278 24.09 2,216,807
20000 . .. ... e 36,000 23.57 —
Total . ..o s 7,218,737 2,885,421

Equity Compensation Plans Not Approved by Security Holders

None.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

See “Certain Relationships and Related Transactions™ at pages 22 and 23 of the Proxy Statement, which is
incorporated herein by reference.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Audit Fees

The aggregate fees billed for each of the last two fiscal years for the audit af the Corporation’s annual financial
statements, the review of financial statements included in the Corporation’s quarterly reports on Form 10-Q}, statutory
and subsidiary audits and services provided in connection with regulatory filings during those two years were
£1,430,971 in 2006 and $1,328.885 10 2005.

Audit-Related Fees

The aggregate fees billed in each of the last two fiscal years for assurance or services reasonably related to the
audit and review of financial statements were $18,143 in 2006 and $8,357 in 2005. The 2006 fees primarily related to
transaction related support services.

fax Fees

The aggregate fees billed for each of the last two fiscal years for tax compliance, tax advice or tax planning
services were $30,209 in 2000 and $47,094 in 2005.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Akron,
State of Ohio, on the 28th day of February, 2007,

FIRSTMERIT CORPORATION

By: /s Paul G. Greig
Paul G. Greig, Chairman and Chief Executive Officer

Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1934, this report has been
signed below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

fs/  Paul G. Greig /s/ Terrence E. Bichsel

Paul G. Greig
Chairman, Chief Executive Officer and Director
(principal executive officer)

/s/ Karen S. Belden*

Karen S. Belden

Director

/s/  John C. Blickle*

John C. Blickle

Director

/s!  Richard Colella*

Richard Colella

Director

fsf  'Terry L. Haines*

Terry L. Haines
Director

/s/  Clifford J. Isroff*

Clifford J. Isroff

Director

fs/  Roger T. Read*

Roger T. Read

Director
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Terrence E. Bichsel

Fxecutive Vice President and Chief Financial
Officer {principal financial officer and principal
accounting officer)

/s{  R. Cary Blair*
R. Cary Blair

Director

/s/  Robert W. Briggs*
Robert W. Briggs

Director

/s/  Gina D. France*

Gina D. France
Director

fs/  ]. Michael Hochschwender*
J. Michael Hochschwender

Director

fs/ _Philip A. Lloyd, H*
Philip A. Lloyd, II

Director

/s/{  Richard N. Seaman*

Richard N. Seaman
Director



The undersigned, by signing his name hereto, does hereby sign and execute this Annual Report on Form 10-K on
behalf of each of the indicated directors of FirstMerit Corporation pursuant to a Power of Attorney executed by each
such director and filed with this Annual Report on Form 10-K.

/s/ ]. Bret Treier
J. Bret Treier, Attorney-in-Fact

Dated: February 28, 2007
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Exhibit Index

Amended and Restated Articles of Incorporation of FirstMerit Corporation, as amended (incorporated by
reference from Exhibit 3.1 to the Form 10-K/A filed by the Registrant on April 29, 1999)

Amended und Restated Code of Regulations of FirstMerit Corporation (incorporated by reference from

Exhibit 3(b) 1o the Form 10-K filed by the registrant on April 9, 1998)

instrument of Assumption of Indenture between FirstMerit Corporation and NBD Bank, as Trustee. dated
Oclober 23, 1998 regarding FirstMerit Corporation’s 6%% Convertible Subordinated Debentures, due
May 1, 2008 (incorporated by reference from Exhibit 4(b) to the Form 10-} filed by the registrant on
November 13, 1998)

Supplemental Indenture, dated as of February 12, 1999, between FirsiMerit and Firstar Bank Milwaukee,
National Association, as Trustee relating 1o the obligations of the FirstMerit Capital Trust [, fka Signal
Capital Trust I (incorporated by reference from Exhibit 4.3 to the Form 10-K filed by the Registrant on
March 22, 1999)

[ndenture dated as of February 13, 1998 between Firstar Bank Milwaukee, National Associalion, as trustee
and Signal Corp (incorporated by reference from Exhibit 4.1 10 the Form $-4 No. 333-52581-01, filed by
FirstMerit Capital Trust I, fka Signal Capital Trust I, on May 13, 1998)

Amended and Restated Declaration of Trust of FirsiMerit Capital Trust I, fka Signal Capital Trust I, dated as
of February 13. 1998 (incorporated by reference {rom Exhibit 4.5 to the Form S-4 No. 333-52581-01. filed
by FirstMerit Capital Trust 1, fka Signal Capital Trust [, on May 13, 1998)

Form Capital Security Centificate (incorporated by reference from Exhibit 4.6 to the Form 5-4
No. 333-52581-01, filed by FirstMerit Capital Trust I, fka Signal Capital Trust [, on May 13, 1998)

Series B Capital Securities Guarantee Agreement (incorporated by reference from Exhibit 4.7 1o the
Form 5-4 No, 333-52581-01, filed by FirstMerit Capital Trust I, fka Signal Capital Trust I, on May 13, 1998)

Form of 8.67% Junior Subordinated Deferrable Interest Debenture, Series B {incorporated by reference from
Exhibit 4.7 to the Form S-4 No. 333-52581-01, filed by FirstMerit Capital Trust [, fka Signal Capital Trust 1,
on May 13, 1998)

Amended and Restated 1992 Stock Option Program of FirstMerit Corporation (incorporated by reference
from Exhibit 10.1 to the Form 10-K filed by the registrant on March 9. 2001}*

Amended and Restated 1992 Directors Stock Option Program (incorporated by reference from Exhibit 10.2
to the Form 10-K filed by the registrant on March 9. 2001)*

Amended and Restated 1997 Stock Option Plan (incorporated by reference from Exhibit 10.4 to the
Form 10-K filed by the registrant on March 9, 2001)*

Amended and Restated 1999 Stock Option Plan (incorporated by reference from Exhibit 10.5 1o the
Form 10-K/A filed by the registrant on April 30, 2001)*

Amended and Restated 2002 Stock Plan (incorporated by reference from Exhibit 10.6 to the Form 10-K/A
filed by the registrant on April 30, 2004}*

2006 Equity Plan of FirstMeril Corporation (incorporated by reference from Exhibit 10.5 to the Form 10-0
filed by the registrant on August 4, 2006)*

Amended and Restated 1987 Stock Option and Incentive Plan (SF) (incorporated by reference from
Exhibit 10.6 to the Form 10-K filed hy the registrant on March 9, 2001)*

Amended and Restated 1996 Stock Option and Incentive Plan (SF) (incorporated by reference from
Exhibit 10.7 10 the Form 10-K filed by the regisirant on March 9, 2001)*

Amended and Restated 1994 Stock Option and Incentive Plan (SF) (incorporated by reference from
Exhibit 10.8 to the Form 10-K filed by the registrant on March 9, 2001)*

Amended and Restated Stock Option and Incentive Plan (SG) (incorporated by reference from Exhibit 10,10
to the Form 10-K filed by the registrant on March 9. 2001)*

Non-Employee Director Stock Option Plan (SG) {incorporated by reference from Exhibit 4.3 10 the
Form 3-8/A (No. 333-63797) filed by the registrant on February 12, 1999)*

Amended and Restated 1997 Omnibus Incentive Plan (SG) (incorporated by reference from Exhibit 10.12 to
the Form 10-K filed by the registrant on March 9, 2001)*
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Amended and Restated 1993 Stock Option Plan (FSB) (incorporated by reference from Exhibit 10.13 10 the
Form 10-K filed by the registrant on March 9, 2001)*

Amended and Restated Executive Deferred Compensation Plan (incorporated by reference from

Exhihit 10.14 to the Form 10-K/A filed by the registrant on Apnl 30, 2001)*

Amended and Restated Director Deferred Compensation Plan (incorporated by reference from Exhibit 10.15
to the Form 10-K/A filed by the registrant on April 30, 2001)*

Executive Supplemenial Retirement Plan (incorporated by reference from Exhibit 10.16 to the Form 10-K/A
filed by the registrant on Apnil 30, 2002)*

Form of Amended and Restated Membership Agreement with respect to the Executive Supplemental
Retirement Plan (incorporated by reference from Exhibit 10.39 to the Form 10-K filed by the Registrant on
March 22, 1999)*

Unfunded Supplemental Benefit Plan {incorporated by reference from Exhibit 10.19 to the Form 10-K filed
by the Registrant on March 6, 2003)*

First Amendment to the Unfunded Supplemental Benefit Plan (incorporated by reference from Exhibit 10.19
to the Form 10-K/A filed by the registrant on April 30, 2002)*

Executive Insurance Program Summary (incorporated by reference from Exhibit 10.20 to the Form 10-K/A
filed by the registrant on April 30, 2002)*

Long Term Disability Plan {(incorporated by reference from Exhibit 10.21 to the Form 10-K/A filed by the
registrant on April 30, 2006)*

Executive Cash Incentive Plan (incorporated by reference from the Form 8-K filed by the registrant on

February 21, 2005)*

Director Compensation Agreement (incorporated by reference from Exhibit 10,22 to the Form 10-K filed by
the registranl on March 7, 2005)*

Transition Agreement with John R. Cochran (incorporated by reference from Exhibit 99.1 10 the Form 8-K
filed by the registrant on June 21, 2006)*

Restricted Stock Award Agreement of John R. Cochran dated April 9, 1997 (incorporated by reference from
Exhibit 10.28 to the Form 10-K filed by the regisirant on March 6. 2003)*

First Amendment to Restricted Stock Award Agreement for John R. Cochran (incorporated by reference from

Exhibit 10.29 to the Form 10-K/A filed by the registrant on April 30, 2001)*

Amended and Restated SERP Agreement for John R. Cochran (incorporated by reference from Exhibit 10.30
to the Form 10-K/A filed by the registrant on April 30, 2001)*

Form of FirstMerit Corporation Change in Control Termination Agreement {incorporated by reference from
Exhibit 10.1 to the Form 8-K filed by the registrant on November 5, 2004)*

Form of FirstMerit Corporation Displacement Agreement (incorporated by reference from Exhibit 10.2 (o the
Form 8-K filed by the registrant on November 5, 2004)*

Form of Director and (Mficer Indemnification Agreement and Undertaking (incorporated by reference from

Exhibit 10.35 to the Form 10-K/A filed by the registrant on April 30, 2002)

Credit Agreement between FirstMerit Corporation and Citibank, N.A. (incorporated by reference from
Exhibit 99.1 10 the Form 8-K filed by the regisirant on December 7, 2006)

Distribution Agreement, by and among TirstMerit Bank, N.A. and the Agenis, dated July 15, 1999
{incorporated by reference from Exhibit 10.41 10 the Form 10-K filed hy the registrant on March 10, 2000)

Amended and Restated Employment Agreement of David G. Lucht dated December 31, 2004 (incorporated
by reference from Exhibit 10.32 to the Form 10-K frilled by the registrant on March 7, 2003)*

Restricted Stock Award Agreement of David G. Lucht dated May 16, 2002 (incorporated by reference [rom
Exhibit 10.36 10 the Form 10-Q filed by the registrant on August 13, 2002)*

Accelerated Share Repurchase Master Confirmation (incorporated by reference from Exhibit 99.1 10 the
Form 8-K filed by the registrant on January 20, 2006) — FirstMerit Insurance Agency, Inc.

Employment Agreement of Paul G. Greig dated May 15, 2006 (incorporated by reference from Exhibit 99.1
to the Form 8-K filed by the registrant on May 18, 2006)*

Restricted Stock Award Agreement of Paul C. Greig dated May 15, 2006*
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Transition Agreement with George P. Paidas October 25, 2006 (incorporated by reference from Exhibit 99.1
to the Form 8-K filed by the registrant on October 27, 2006)*

Retirement Agreement with Robert P. Brecht dated January 12, 2007*

Employment Agreement of Terri L. Cable Effective November 1, 2004*

Amendment to Employment Agreement of Terri L. Cable Effective November 1, 2005*

Subsidiaries of FirstMerit Carporation

Consent of PricewaterhouseCoopers LLP

Power of Attorney

Rule 13a-14(a)/Section 302 Certification of Paul G. Greig, Chairman and Chief Executive Officer of
FirstMerit Corporation

Rule 13a-14(a)/Section 302 Centification of Terrence E. Bichsel, Executive Vice President and Chief
Financial Officer of FirstMerit Corporation

Rule 13a-14(b)/Section 906 Centification of Paul G. Greig, Chairman and Chief Executive Officer of
FirstMerit Corporation

Rule 13a-14(b)/Section 906 Certification of Terrence E. Bichsel, Executive Vice President and Chief
Financial Officer of FirstMerit Corporation

* Indicates management coniract or compensatory plan or arrangement




Lorporale LXeCun

PAUL G. GREIG
Chairman, Presiden: end CEQ

TERRENCE E. BICHSEL ‘
Executive Vice President
Chiel Financial Otficer

N. JAMES BRQC KLEHURST
Senior Vice President

NICHOLAS V. pROWNING
Executive Vice Presicent

TERRIL CABLE
Execuiive Vice President

WIARK N, DUH"AMEL
Executive Vice President
Treasurer

JACK R, GR‘AVO
Execuive Vice President

Board of Directors

j4S, KAREN S.{BELDEN
Ms, Belden 64, \sc:urremlyc
real es.cre ageni for Prudenrial
DeHol Reolrors She was
elecied .o the FirstMertt Board
ol Directors in 1994
Audit Comrmittee
Risk Mcnobement Commiitee

MR R. CARY!BLA\R
rarn Blain &7, s the former
Chairman and Chiet Exscutive
Officer foq Wesifield
Companies. He joined
Firsiverit's board in 1996
EXecu:ive;Commiﬁee
Chairman, Compensaiion

Committee :

R, JOHN C' BLIC(LL
#r Blickle! 56, is the Presicen:
of Heidman, Inc., dba
McDonclb‘s Resiauranis
He wes erlecteo' i0 the board
of Firstheris in 1989
C'hc:irmor'm Audit Commitiee
Corporaie Governance &

Nominaiing Commiree

Executive Commiliee
Risk Mcno’gemen: Commiiice

iR, .‘?OBERT!W. BRIGGS
rAr Briggs. 85, is the Chalrman
Emeritus Of the Board of
Direciors of Buckinghdm,
Dooliiile & Burroughs, L.L.P.
He | omed Firstherit's Board
ol Dlrecto 5N 1956
Risk Monogemem Committee

> Lroup ! I

MARK J. GR’ESCQV\CH
Executive Vice Presideni |

DIANA L HOGG
Executive Vice Prasident '

\
DAVID J. JANUS) ,
Execuiive \.ficl;e Presideny

BRUCE . KEPHART ;
Executive Vic|e Presiclent
DONALD H. KINC ADE [
Senior Vice ﬁresidem

WILLLAM G. LAMB i
Executive Vig:e Presicien:

| 1

CHRISTOPHER JI. MAURER :
Executive Vice President [

i 1

I 1

! I

| |

| i

MR RICHARD COLELLA |
tr. Colella, 71, is an atiomey
for Calelle & Weir, PLL. He waos
alected to the Fisirernr
‘Bocrd of Direciorsin 1598,
Risk Managemeni Committee

S, GINA D, FRANCE
s, France, c8 is the Premcen.
of Frence Stroregnc Partngrs,
LL.C. She wes apooinied; to
the Firstragrit Board of
Directors irn 2004
Audit Commitiee t

PAUL G. GREIG I
ran Greig, 51,15 the
- Chairman, Preﬁdem cmd'
Chief Execliive Cliicer of
Firsinverit Corporation.
He was cpooinied 1
the board in 2006 )
Execuiive (Iiommiriee

MR TERRY L HAINES
- M Heines, 60, s the President
and Chief Executive O¥icer of
A, Schulman, Inc. He joined
ihe Fiisiraerii Board of
. Directors in 1961 !
Compensaiion Commiiiee

MR, 1 MICHAEL HOCHSCHWENDER
Mr Hochschwendcer, 46,15 the
President and CEQ of The
Smithers G'roup He was |
cppointed to ihe Fisthagrn;
Board of D:rec1ors in 2005
; Compenscnon Commiree
Audit Comimittee |

l !

DANIEL K. MCGILL

Executive Vice Presicdent

TERRY £, PATTON

Execurtive Vice Presigent
Corperaie Secreiary:

ROMNALD H. PAYDQO

Exacuiive Vice President

LARRY A. SHOFF

Executive Vice Presicen:

JULIE AL ROBEBINS

Execuiive Vice Presiden:

SUSAMN E. ZAZON

Senior Vice President

tAR. CUFFORD J. ISROFF

M. lsroff, 70, is The former

Chairmari of | CORZ. Ha was

elecied io the Board of

Direcicrs in 1981

Chairman, Corporate
Governance & Neminaiing
Commitiee

Charman, Execuitve
Commitiee

Compensation Commiiiee

Risk hancgement Comiritiee

MR, PHILIP A, LLOYD, II, ESQ.

M. Lleyd, 60, 15 an ariarney for

Vorys, Saiern Seymour and

Pease, LL.P. He jpinec the

Firsinierii Board of Direciars

in 1788

Cheirman, Risk Monagemens
Commitiee

MR ROGER 1. READ

ML Read, 65,0 the retired
Chairman, Prasident ond Chief
Executive Officar of Harmigk
Chemical Corpoician. He was
elecied 1o thea Firstiaerni Soerd
of Direcrors in 1952
Execuiive Commities
Carmoiaie Governance &
Momingiing Comminies

R, RICHARD N, SEAMAN

tAr Seaman, &1, is e President
cond Chigf Exaecuiive Oliicer of
Secman Corporation, He
became o memzer of the
Firstnerii Board of Direciors

in 19%8

Audii Commiitee
Compensaicn Commiiice

STOCK LISTING
Naosdeg/h MS‘
Symibol - rMER

STOCK TRA.N'S‘FEE? AGENT

American S:c?lt:k Transier & irust Co

59 Meciiclen Lcna

Ners York, Neu vor: 10028
1-800-937- 5449

WA cmmocr com

COI-?PORATE ADDF.‘ESS
Firsitaerit Cofr_:t)oro:ion

It Cescade Plaza
Akion, Ohio/44308-1103
330-996-6300:

wrered fitstmanii.com

ARNUAL MEETNG

The Annual Meeiing of
Firsitverit Corporaiion will se
held oi 10 a, m. on Wednesday,
Aol 18 200? ai the J.5. Knight
Cenver, 77 E. il Siee,

Akron, Ohio 44Ju8

FORIM H-K

The annual répor. oniarm 10-K,

as recuwrec..o pe filed with 1he

Securities cplo Exchange

Commission 'is aveilanie withaut
charge ehhe: by visiting

WA, .\rs'men. com/in Jes\on

or Jpon Nrmleﬁ raguest

Thomes P Qr‘!JnoHey
FirsirAerit Corporaiion

Il Coscode Plazo
Akron. Ohio 44208-1103

FINANCIAL!LIJPDATES/\NFORMAT\O
To cccess iimely infcrmaricn ang
complete financial information,
isiTan s i erit.com.

DIVIDEND REINVESTrAENT
A plan s ov'c:ilcorD fo shareholders
whereby ne,f may acquire adaili
shares freeof commission ang fee
For iniormaiion, plecie coniaos:

American ._Sfoc'-: Transier & Trust Ceo
59 tcidertLane

New Yorr, Neu Yor: 10038
1-800-937- 5449

W AMSIOCK. COM
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